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EDITORIAL 











The Fruits of Controversy 


DIFFERENCE of opinion has fre- 

quently been the beginning of pro- 
gress in many fields of human endeavour 
and history abounds with graphic ex- 
amples to prove this assertion. However, 
because of the inherent unwillingness of 
people generally to accept change, either 
in their thinking or habitual way of doing 
things, controversial new ideas usually 
take a long time to gain general accept- 
ance. Of course, traditional practices 
will always have their champions and 
rightly so, but in a world of rapid change, 
in which, for instance, a new technolo- 
gical development could make obsolete 
a complete industrial process or product 
almost over night, it behoves everyone to 
be receptive to new ideas and methods 
which may have a bearing on their 
activities. 


The professions, of course, are as 
vulnerable as any other fields of activity 
to the challenge of change, and the 
accounting profession must be prepared 
to find new concepts and methods being 
developed and canvassed by their origin- 
ators. 


Some new ideas emerge as the result 
of planned and co-ordinated research 
into specific problems encountered by the 
profession, others arise from successful 
efforts to streamline accepted practices, 
while others again have their genesis in 
technological developments outside the 
profession but which are found to be of 
logical application in the accountant’s 
operations. The electronic computer is 
an outstanding example of this type of 
development in relation to accounting. 


Acceptance of any or all the ideas 
emerging from the above mentioned 
sources, or from other unspecified bases, 
is usually accompanied by . considerable 
controversy. In this, The Australian 
Accountant can play a constructive part 
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by making its columns available for 
members to enunciate new concepts or 
to engage in discussion which cannot but 
enlighten readers of the journal interested 
in the progress of the profession. 


The foregoing remarks are particularly 
relevant to certain articles appearing in 
this issue. In three aspects of account- 
ing, e.g. capital erosion, discounted cash 
flow technique and farm management 
accounting we find controversial or con- 
flicting views expressed. 


At page 625, R. C. Dalton and J. 
McB. Grant join issue on the subject of 
capital erosion and the problems arising 
from the influence of inflation; at page 
631, C. A. Mallyon in his article, 
“Farm Management Accounting” advo- 
cates some controversial practices for 
dealing with the difficulties encountered 
in farm and pastoral accounting; and T. 
R. Russell (at page 650) suggests some 
modifications to the themes presented 
by I. D. Fuller in his article entitled, 
“Application of Discounted Cash Flow 
Techniques for the Determination of 
Contract Prices” which appeared in the 
July, 1959 issue of the journal at page 
381. 


Complacency with things as they are 
or the extreme pressure exerted by the 
great amount of work to be done in a 
given time can both prevent many ac- 
countants from giving adequate attention 
to the developments occurring in the 
profession. It is here that the journal 
endeavours to render a service to mem- 
bers by including in its columns articles 
dealing with new theories and techniques. 


A great deal is owed to the men of 
enquiring mind whose objective thinking 
about accounting problems finds expres- 
sion in such articles. The fruits of the 
resulting controversy in the journal can 
be of benefit to the entire profession. 
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Bonus Shares 


TAXATION 


In two judgments of the High Court, interesting observations were 
made regarding bonus shares issued out of profits arising from the 
revaluation of fixed assets. 


1. Exclusion from Assessable Income 
— Section 44 (2) (b) (iii) 


Burridge and Warren Pty. Ltd. a 
company incorporated in Western Aust- 
ralia, had revalued a number of its 
freehold properties. Briefly, the details 
were as follows:— 


Property at King Street, acquired in 
1928, at a cost of £9,965, was used as 
the company’s Perth office. In 1950, the 
book value of the property was increased 
to £25,000. General reserve account was 
credited with £15,035. 


Land at Mosman Park, purchased in 
1943 for £225, was revalued in 1950 at 
£1,725, and in 1953 at £6,725. General 
reserve account was credited with £6,500. 
The area in which the land was situated 
had become residential, and so unsuitable 
for use as the company had originally 
intended, and the land was accordingly 
sold late in 1953 for £6,816. 


Fremantle Store situated on leasehold 
land, was acquired for £700 in 1925. 
In 1951 a valuer assessed the value of 
the property at £4,735. General reserve 
account was credited with £4,010. On 
the termination cf the lease in 1952, the 
lessor purchased the property for £4,000. 
The book value was at that time £4,718, 
and the book loss, £718, was debited to 
general reserve account. 


Freehold Land at Fremantle was 
acquired in 1951 for £2,529. The land 
was revalued in 1953 at £4,500, the 
increase, £1,971, being credited to the 
general reserve account. 


The net amount so credited to the 
general reserve account as a result of the 
revaluation of the company’s assets was 
£26,797. In 1957, an amount of 
£21,501 of the profits standing to the 
credit of the general reserve account was 
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“capitalised and applied in paying up 
21,501 unissued shares of £1 . . . distri- 
buted among the holders of ordinary 
shares . . . in the proportions to which 
they would have been entitled to share 
in such profits if the same had been 
distributed by way of dividends on 
ordinary shares”. The taxpayer received 
5,500 of these bonus shares. 


Section 44 (2) (b) (iii) of the Income 
Tax Assessment Act provides that assess- 
able income shall not include dividends 
paid wholly and exclusively out of profits 
arising from the revaluation of assets not 
acquired for the purpose of resale at a 
profit, if the dividends paid from such 
profit are satisfied by the issue of shares 
of the company declaring the dividend. 
The question whether this sub-section 
authorised the exemption from income 
tax of these bonus shares was considered 
in the case of Warren v. Commissioner 
of Taxation (1959) 19 A.L.R. 1121. 


The details of the purchase and sale 
of the various properties, set out above, 
disclose that the sale of the property on 
the Fremantle leased land took place in 
1952, and the Mosman Park land was 
sold in 1953. The issue of bonus shares 
was, however, made in 1957. The Com- 
missioner took the view that once the 
company had sold the store at Fremantle 
and the land at Mosman Park, “it could 
no longer maintain that it held in reserve 
profits disclosed by an earlier revaluation 
of these assets”. The estimated and 
unrealised profits disclosed by the reva- 
luation should no longer be considered 
in deciding whether capital profits were 
available for distribution because profits 
had been realised on the sale of the 
properties. Thus the Commissioner 
argued that the taxpayer could not 
maintain that the bonus shares had been 
issued wholly and exclusively out of 
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profits arising from the revaluation of 
the various fixed assets. 


The High Court (Taylor J.) expressed 
the view that although Section 44 (2) 
(b) (iii) speaks of “profits arising from 
the revaluation of assets”, the revaluation 
does not create profits or cause them to 
arise, but discloses or reveals the exist- 
ence of a capital profit (a book profit, 
not a realised profit). The capital 
reserve to which the profit on revaluation 
has been credited is a fund of profits 
which “will not cease to exist merely by 
reason of the subsequent sale or depreci- 
ation, by damage or otherwise, of the 
revalued assets”. Having been so set 
aside, these capital profits are available 
until a “payment” out of them is made 
by debiting the particular reserve. 


The Court decided that the fact that 
the company sold the assets before 
making the issue of bonus shares did 
not justify a conclusion that the bonus 
issue had not been made wholly and 
exclusively out of profits arising from 
the revaluation of the Company’s fixed 
assets, and therefore the exemption from 


income tax provided by Section 44 (2) 
(b) (iii) should apply. 


2. Determination of Loss — 
Section 80 (1) 


In its income tax return for the year 
ended 30 June, 1953, the taxpayer com- 
pany disclosed a “nil” taxable income by 
claiming a deduction of £2,649, repre- 
senting part of an amount of £3,374, 
calculated as the total of losses incurred 
in prior years. 

During the year ended 30 June, 1952, 
however, the company had received an 
issue of 2,500 £1 bonus shares, which 
had been distributed out of the assets 


| revaluation account of the company 


issuing the shares, representing a surplus 
arising from the revaluation of freehold 
property. There was no doubt that, by 
the operation of Section 44 (2) (b) (iii), 
it was correct that these bonus shares 
should be excluded from the assessable 
income of the taxpayer company. 
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The Commissioner, however, adopted 
the view that the face value of the bonus 
shares was “exempt income” within the 
meaning of Section 80. As this section 
states that the loss to be carried forward 
is the excess of the allowable deductions 
(other than concessional deductions) 
over the sum of the assessable income 
and “net exempt income” of the year 
concerned. The Commissioner’s treat- 
ment of the bonus shares involved the 
carrying forward to the 1953 year of 
£874 only, ie., £3,374 less £2,500 
exempt income. 


The Board of Review considered the 
question (7 C.T.B.R. (N.S.) Case 12) 
and decided that the bonus shares should 
not be treated as “exempt income”. The 
Commissioner then appealed to the High 
Court against the Board’s decision. 


The Court (Fullager and Menzies J. J., 
Dixon C. J. dissenting) in Commissioner 
of Taxation v. W. E. Fuller Pty. Ltd. 
(1959) 33 A.L.J.R. 190, disagreed with 
the decision of the Board of Review, 
and held that the paid-up value of the 
bonus shares received by the taxpayer 
company was exempt income. The loss 
to be carried forward should therefore 
be limited to the amount of £874, as 
originally allowed by the Commissioner. 


The definition of “dividend” in the 
Income Tax Assessment Act includes the 
paid up value of bonus shares. The 
Court agreed that, according to ordinary 
usages and concepts, bonus shares are 
not income, and are taxable only because 
of specific provisions of the Act. 


The taxpayer company, using as 
support the decision in /nland Revenue 
Commissioners v. Blott (1921) 8 T.C. 
101, that bonus shares should be regarded 
as an addition to capital and not be taxed 
as income, had contended that conse- 
quently the shares could not be treated 
as “exempt income”. The majority 
decision of the Court, however, was to 
the effect that as the Act gives to the 
paid up value of bonus shares the 
character of income, the effect of 
Section 44 (2) (b) (iii) is therefore to 
exclude from assessable income a receipt 
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which, otherwise, the Act treats as income. 
The paid up value of bonus shares “being 
income, is prima facie assessable income 
(Section 25 (1) (a) ). But then Section 
44 (2) takes out of the category of 
assessable income the amount represented 
by the face value of specified classes of 
bonus shares. Section 44(1) makes 
them income, but Section 44 (2) makes 
them non-assessable income”. As exempt 
income includes, by definition, income 
which is not assessable income, the bonus 
shares were thus held to be “exempt 
income” for the purposes of Section 80. 


Dixon C. J., dissenting, pointed out 
that income must be “derived”; the bonus 
shares distributed to the taxpayer com- 
pany were however received as capital, 
and the company did not obtain such 
title to the profits as to make them its 
income. Fullager J. had however drawn 
attention to the case of Nicholas v. 
Commissioner of Taxes (Vic.) (1938) 
59 C.L.R. 230 and (1940) 63 C.L.R. 
191, which case, he said, established that 
in the course of the transaction by which 
bonus shares are allotted, a dividend or 
share of profits has been allocated or 


applied on behalf of the recipient in 


paying for the shares. Even if no 
dividend is declared, and no share of 
profits credited to the shareholder, these 
steps must be deemed to have been 
taken. 


On this aspect, the Commissioner had 
argued that the terms in which Section 
44 (2) (b) (iii) are expressed indicate 
that the issue of shares is in satisfaction 
of a dividend paid (which should include 
credited) from profits. 


The Court’s decision, therefore, was 
that a dividend of £2,500 had been 
credited to the taxpayer company. As 
this dividend was paid out of profits on 
revaluation of fixed assets, and satisfied 
by the issue of bonus shares, it was 
excluded from assessable income (Section 
44 (2) (b) (iii) ), and thus in the cal- 
culation of the loss to be carried forward 
according to the provisions of Section 80, 
this “exempt” income should therefore 
be taken into account. 
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TAX PRACTICE 


A senior company executive, 
having reached the retiring 
age, relinquished the position 
he occupied, and was paid a 
retiring allowance of £5,000. 
Immediately afterwards, he was 
appointed as consultant to the 
company, his services to be 
available to the company when 
required. Is the retiring allow- 
ance subject to Section 26(d) 
of the Income Tax Assessment 
Act? 


The application of Section 26(d) 
depends upon the facts of the parti- 
cular case; the question, in circum- 
stances such as this, is whether an 
amount has been paid in a lump 
sum “in consequence of retirement 
from, or the termination of, any 
office or employment”. 

When an employee retires, and 
receives a retiring allowance, the 
amount so received should be taxed 
to the extent of 5% only (Section 
26(d) ) even though, immediately or 
soon after his retirement, he is 
appointed to a position as consultant 
to the same employer. An office 
or employment (the previous position 
he occupied) has in fact been 
terminated; the employment should 
be regarded as effectively uninter- 
rupted only when the position taken 
subsequent to retirement was sub- 
stantially the same as that previously 
held. 

This matter was considered by the 
Board of Review in 12 C.T.B.R. 
Case 11 (heard in 1944) when a 
retiring allowance paid to the 
managing director of a company was 
treated as subject to Section 26(d). 
The retiring managing director had 
been appointed permanent adviser 
to the company, this appointment 
taking effect from a date three days 
after his employment as managing 
director was terminated. 


» ¥ 
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Notes on Selected Tax Cases 


RESIDENT OF PAPUA 


A Commonwealth public servant, 
transferred to Papua for five months, 
was treated as a resident of Papua 
deriving income from sources within 
the Territory (Section 7 of the 
Income Tax Assessment Act). 


The taxpayer was transferred tempo- 
rarily to the New Guinea Branch of the 
Commonwealth Department by which he 
was employed, to enable a member of 
the Port Moresby staff to take leave. 
He agreed to relieve in Papua for three 
months; this period was later extended 
to five months. 


The salary earned while on duty in 
Papua was £560, and this amount was 
claimed to be exempt from Common- 
wealth Income Tax, on the ground that 
the income arose from a source in 
Papua. Although in the objection it was 
not stated that the taxpayer was a resident 
of Papua during the period he was there, 
it was apparent that that aspect was 
implicit in the claim for exemption, as 
Section 7 provides that the Common- 
wealth Income Tax Assessment Act shall 
not apply to income derived by a resident 
of the specified Territories (including 
Papua) from sources within those terri- 
tories. 


The taxpayer, at the time of his 
transfer to Papua, was single, and lived 
in Melbourne with his sister, to whose 
home he returned after his five months 
in Papua. 


The Board of Review, in 8 C.T.B.R. 
(N.S.) Case 45 was in no doubt that the 
salary earned by taxpayer while working 
in Port Moresby was derived from a 
source in Papua. In the case of Federal 
Commissioner of Taxation v. French 
(1957) 7 A.I.T.R. 76, the High Court 
decided that, in relation to salary, the 
source of the income was the place where 
the services were performed. 
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It remained therefore to be determined 
whether the taxpayer was a resident of 
Papua for the period of five months. 
The majority of the Board decided that 
he was, on the authority of the decision 
in Federal Commissioner of Taxation v. 
Miller (1946) 3 A.I.T.R. 333. In that 
case the master of a vessel whose 
operations were confined within the 
territorial waters of Papua and New 
Guinea for a period of 942 months was 
held to be a resident of the Territories 
during that period. 


The Board considered that even though 
the period of the taxpayer’s stay in 
Papua was short, he should be regarded 
as a resident of Papua for that period, 
and therefore his salary should be 
exempt from Australian income tax. 
Support for this view was found in 
Miller’s Case, where it was indicated that 
a person resides where he eats and sleeps 
and works. 


One Member of the Board expressed 
a contrary view, however, to the effect 
that as taxpayer’s visit was only tempo- 
rary, for the limited purpose of relieving 
fellow-employees on holiday, it was “of 
too fleeting a nature to form a sufficient 
foundation for a finding that he was a 
resident” of Papua. 


EXPENSES OF BORROWING 


Expenditure incurred in connec- 
tion with an issue of redeemable 
preference shares was held (by the 
Board of Review) to be outside the 
scope of Section 67 of the Income 
Tax Assessment Act. 


The taxpayer company, requiring funds 
to complete a new building, erect a 


showroom, purchase additional plant, 
and to use as working capital, made an 
issue of 15,000 cumulative preference 
shares of £1 each. These shares were 
stated to be redeemable either at the 
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option of the company or of the share- 
holders. 


An amount of £420 was spent on 
printing, advertising and stationery in 
connection with the share issue; the 
company claimed that this expenditure 
was an allowable deduction under Section 
67, as it represented expenses of borrow- 
ing money, to be spread over a period 
of five years from the date on which the 
money was borrowed. 


It was contended that as the shares 
could be redeemed by the company or 
by the shareholders, the amount of 
£15,000 was actually money borrowed 
from the shareholders. 


The Board of Review, in 8 C.T.B.R. 
(N.S.) Case 41 rejected the taxpayer 
company’s argument. The view was 
taken that there was no debtor/creditor 
relationship between the company and 
the holders of the preference shares. 
While the shares remain unredeemed the 
amount represented by those shares is 
not money lent to the company, and 
therefore the costs incurred by the com- 
pany in connection with the share issue 
were not expenses of borrowing money 
for the purpose of Section 67. 


The Board commented that Section 67 
of the South Australian Companies Act 
did not appear to provide any warrant 
for the issue of redeemable preference 
shares which are redeemable at the 
option of the shareholders; “indeed the 
very word ‘redeemed’ in its connotation 
of ‘bought back’ is repugnant to such a 
concept”. Further, the Board pointed 
out that the articles of association of the 
company did not include any authority 
to issue redeemable preference shares. 
In the case of Waverley Hydropathic Co. 
v. Barrowman (1895) 23R. (Ct. of Sess.) 
136, it was held that the holders of 
certain preference shares invalidly issued 
were creditors for the amount of their 
shares. This, the Board indicated, was 
a matter of interest on!y; the taxpayer 
company had not referred to it in argu- 
ment, and in any event, “it could not be 
entertained until such time as a court of 
competent jurisdiction had declared the 
issue to be invalid”. 
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ABANDONMENT OF PROJECT TO 
IMPROVE LEASED PROPERTY 


The Board of Review decided 
that preliminary expenditure relating 
to improvements proposed to be 
made on land held under lease did 
not represent an amount paid “in 
effecting improvements” (Section 
85(1) (b) ). 


A long-term lease of ten acres of land 
had been assigned to the taxpayer com- 
pany in 1946. The lease was subject to 
a covenant that improvements costing at 
least £150,000 should be made on the 
land within a specified period. 

Arrangements were made for the pre- 
paration of plans and specifications for 
a modern warehouse to be erected on 
the site, and test borings were made to 
ensure that the foundations were satis- 
factory. The company’s intentions were, 
however, frustrated by the fact that a 
permit to build could not be obtained. 


With the lessor’s consent, therefore, 
the lease of seven of the ten acres, 
released from the covenant to build, was 
transferred to another company in 1953, 
the taxpayer company retaining the other 
three acres. 

A deduction was claimed of an amount 
of £3,520, representing architect’s fees, 
technical information, and part of the 
cost of test boring, in relation to the 
abandoned building project. It was con- 
tended that, the taxpayer company 
having assigned a lease, this expenditure 
was allowaple under Section 85(1) (b), 
as representing an amount paid in 
effecting improvements upon the leased 
land. 

In 8 C.T.B.R. (N.S.) Case 42, the 
Board of Review took the view that no 
improvements to the leased land had 
been effected. Preliminary expenditure 
incurred, in the preparation of plans, 
etc., did not “effect” (i.e., accomplish or 
fulfil) something resulting in a more 
beneficial use of the land. There would 
have been improvements to the land if 
the scheme had reached fruition; all that 
had actually been done upon the land 
however was the boring of test holes, 
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which was also preliminary to the 
building project. 


The Commissioner’s disallowance of 
the deduction was therefore confirmed. 


PROFIT ON SALE OF FLATS 


The purchase and sale of real 
estate by a life assurance company 
was treated as part of its ordinary 
investment business, so that profits 
realised were subject to tax. 


The taxpayer company, whose princi- 
pal business was that of life assurance, 
had during the years 1934 to 1941 pur- 
chased 34 blocks of flats at a cost of 
about £150,000. The flats were bought 
as long-term investments; it was expected 
that the net return to the company would 
be about ten per cent., and it was hoped 
that after some thirty years the flats 
could be sold without loss. 


The company’s expectations of net 
income from the flats were not realised. 
Rents were controlled, and, after the 
war, heavy maintenance expenditures 


were necessary to make good deterio- 
ration which had occurred during the 
war years, when maintenance staff was 
not available for such work. 


It was decided, therefore, to sell the 
flats. The sales which were the subject 
of the present case took place between 
August, 1950 and May, 1951; fourteen 
blocks of flats were sold, each one for an 
amount in excess of the purchase price, 
and a net profit of £78,649 resulted. 


The High Court (Menzies J.) had to 
decide, in the case of the Australasian 
Catholic Assurance Co. Ltd. v. Federal 
Commissioner of Taxation (1959) 7 
A.LT.R. 440, whether this profit of 
£78,649 should be included in the com- 
pany’s assessable income. 


In the first place, it was accepted that 
the flats had not been acquired by the 
company for the purpose of profit- 
making by sale, so that Section 26(a) of 
the Income Tax Assessment Act did not 
operate to make the profit assessable. 
The question therefore was whether the 
profits arising from the sale of the flats 
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should be included in assessable income 
because they represented profits arising 
from carrying on the taxpayer company’s 
life assurance business. If they were, 
they would be income “according to 
ordinary concepts, and properly taxable 
as such”. 


The Court was of the opinion that the 
profits from the sale of the flats should 
be subject to tax in the company’s hands. 
The flats, it was stated, were bought as 
good investments and were sold to avoid 
their becoming bad investments. Despite 
the fact that unexpected developments 
dictated the company’s decision to sell 
the flats instead of retaining them for 
many more years, the ordinary course of 
the company’s business involved the sale 
of investments, and so “the particular 
reason for deciding to sell cannot be 
decisive of the question whether the 
profit made is income or not”. 


In the case of Colonial Mutual Life 
Assurance Society Ltd. v. Federal Com- 
missioner of Taxation (1946) 3 A.I.T.R. 
450, the High Court said “the acquisition 
of an investment with a view to producing 
the most effective interest yield is an 
acquisition with a view to producing a 
yield of a composite character, the 
effective yield comprising the actual 
interest less any diminution or plus any 
increase in the capital value of securities. 
Such an acquisition and subsequent 
realisation is a normal step in carrying 
on the insurance business”. The Court 
considered that these comments had 
precise application to the facts of the 
present case. 


The profit made on the company’s 
buying and selling of real estate was 
therefore regarded as income according 
to normal concepts. “In the ordinary 
course of carrying on (insurance) business 
the taxpayer must from time to time 
change its investments to use its funds 
to the best advantage. What it makes 
or loses in doing so is properly to be 
regarded as something to be taken into 
account, together with intermediate in- 
come, in deciding whether, overall, the 
investment produced a profit or a loss.” 
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LAND SUBJECT TO ANNUITY 
CHARGE 


An annuity charge payable by 
the purchaser of land was treated 
as part of the purchase price and 
therefore of a capital nature. 


All the shares of the taxpayer com- 
pany, which carried on business as 
pastoralists, were held by members of 
one family. One member of the family, 
G, had in 1934 acquired land from his 
father, for natural love and affection, 
and had agreed to pay to his mother and 
father jointly, and to the survivor on 
the death of either of them, an annuity 
of £600. A memorandum of encum- 
brance charging the lands with the 
annuity had been executed by G in 1937. 


The taxpayer company, in 1955, pur- 
chased land (including that subject to 
the annuity charge) from G; the pur- 
chase price of £30,613 was to be 
satisfied as follows:— 


(a) by the payment of £10,000 on 
completion of the purchase 


(b) as to £3,743, by taxpayer company 
accepting a transfer of the land 
subject to the memorandum of 
encumbrance 


(c) by the payment of £16,870 on 
demand. 


The taxpayer company contended that 
the payment of the annuity was a charge 
upon land used by it in the course of 
carrying on its pastoral business, and 
therefore should be allowable as a 
deduction under Section 51 (1). 


Particular reference was made by the 
company, in the hearing before the 
Board of Review, reported in 8 C.T.B.R. 
(N.S.) Case 51, of the case of Egerton- 
Warburton v. Federal Commissioner of 
Taxation (1934) 51 C.L.R. 568. In 
that case, a father had sold a farming 
estate to a partnership consisting of his 
two sons, in consideration for the pay- 
ment of an annuity to the father, and to 
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the mother if she survived him, and on 
their death a payment of £10,000 to three 
sisters and the children of a deceased 
sister. The High Court said “There is 
nothing in the document or the facts in 
the stated case to show that the full 
value of the property transferred is rep- 
resented by the consideration constituted 
by these various payments . . . . There 
is nothing inconsistent with the suppo- 
sition that the transaction may have 
resulted in an immediate benefit to the 
sons in the nature of a gift. . . . The 
transaction bears all the marks of a 
family settlement. We think it is im- 
possible to treat the annuity of £1,200 
a year as mere instalments of purchase 
money. It is a true life annuity of an 
income character”. 


In the case of Colonial Mutual Life 
Assurance Society Limited v. Federal 
Commissioner of Taxation (1953) 5 
A.LT.R. 597 Fullagar J. said: “These 


payments constitute the price payable on 
a purchase of land .. . . If they are paid 
as parts of the purchase price of an asset 


forming part of the fixed capital of the 
company, they are outgoings of capital 
or of a capital nature. It does not indeed 
seem to me to be possible to say that 
they are incurred in the relevant sense 
in gaining or producing assessable income 
or in carrying on a business — any more 
than payment of a lump sum would have 
been so incurred if the purchase price 
had been a lump sum payable on 
transfer.” 


The Board of Review considered that 
the comments made in the Colonial 
Mutual Case were relevant to the present 
matter. The transaction did not take 
the form under which part of the total 
payments to be made were, or could be, 
treated as interest on deferred payments 
of the purchase price. It was held there- 
fore that the sums represented by the 
annuity payments should be regarded as 
part of the capital cost of the land to 
the company, and therefore were not 
allowable as a deduction under Section 
51 (1). 
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The Dismayed Taxpayer 


| DON’T imagine I am any more honest 
than the next citizen, so it must have 
something to do with a lifetime of work 
in taxation, but I find few practices so 
irritating as tax evasion. I will, if you 
wish, devote the whole of my consider- 
able skill and knowledge on your behalf 
to avoiding unnecessary payment of tax. 
But the moment you suggest, if you should 
suggest it, that we “forget £1,000 off 
the sales” or “there could well have been 
one more bloke on the payroll”, you 
can take your business eleswhere. 


Let us look at the basic facts of in- 
come tax. The administration needs a 
certain sum of money in order to run 
its affairs. A formula is worked out for 
assessing the individual’s contribution 
thereto. The formula attempts to assess 
him according to his ability to pay. Its 
very complexity is proof of its sincere 
desire to be fair to everyone. The ad- 
ministration of the formula is very good 
(it is in Victoria, anyway, and I suppose 
other States are much the same). 


Now it’s up to the individual to pay 
his share. The character who decides 
that income tax falls unfairly on him, and 
that he will adjust his tax back to the 
amount he ought to pay by simply un- 
derstating his income is, in plain lang- 
uage, an impudent cheat. The man who 
makes £1,500 a year in a milk bar should 
pay the same tax as one who makes it 
working for a boss. If he does not and 
he gets caught, his arrogant disregard 
for the law merits all that comes to 
him. 

Pointing out to people not “the loop- 
holes” but “what the law permits” is, 
in my book, legitimate practice. It calls 
for patient research into particular prob- 
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By “Fasa” 


lems, and for imagination. Like any other 
calling that presents a continual chal- 
lenge, it can be tremendously reward- 
ing. 


But the evader who, when you have 
given your all to ensure he pays the least 
amount of tax legally, then decides he 
wants a little more—illegally—makes an 
empty mockery of our skill and know- 
ledge. I suppose that is why tax practi- 
tioners get so sensitive about it. 


The Problem of the Evader 


The problem of the would-be evader 
is the most difficult one confronting the 
profession at the moment. For one thing, 
the taxing system cannot work perfectly 
unless everyone is completely honest and 
not too many people are completely 
honest where personalities are not directly 
involved. For instance, the average good 
citizen does not dream of cheating his 
neighbour, or the newsboy, but might 
not think twice about clipping the Tram- 
ways Board or the Tax Office. Secondly, 
no hard and fast rule can be laid down 
for dealing with would-be evaders. Each 
must be dealt with according to his tem- 
perament. But, if we are concerned with 
the good of our calling, we cannot ignore 
the problem, and I think we should start 
by exchanging views and case histories. 
My own modest contribution is that we 
should try to make the evader compre- 
hend the overall picture of taxation as 
clearly as we do as a result of our years 
of close association with it, and if we 
cannot convince him about the funda- 
mental justice of taxation, at least con- 
vince him about the justice of each bear- 
ing his fair share of the (good or bad) 
total burden. 
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The Reluctant Taxpayer 


Of course there will always be the tax- 
payer who is a Reluctant Taxpayer be- 
cause he is selfish. He does not want 
to be convinced about justice. He won’t 
pay. You must either make him respect 
your advice to play the game by his tax- 
paying neighbour, or you must frighten 
him with ghoulish stories about evasion 
cases. Of course it needs something not 
much short of genius to use these weapons 
well, but I know of no others. 


The Dismayed Taxpayer 


The Dismayed Taxpayer is a different 
character from the Reluctant Taxpayer 
and needs different treatment. 


Typical is a client of mine who had a 
modest business and whose assessment 
varied between £100 and £200 each year. 
During one year he extended his busi- 
ness and six weeks or so after the end 
of that year I presented his figures and 
announced that his assessment would be 
£827. His flow of light-hearted conversa- 
tion stopped dead. He registered sharp 
pain. “It will ruin me!” 


The Dismayed Taxpayer is a good 
fellow. When he has recovered from the 
shock he will pay. But we owe it to him, 
just as his dentist and his doctor do, to 


consider his comfort. In this instance 
I said: “But you did earn £50 a week and 
that isn’t a bad income. And the actual 
tax is only about £9 a week. If you 
worked for a boss and he gave you £41 
a week to take home you wouldn’t com- 
plain? Well, you have had the full fifty 
to take home, and now you must pay 
all the nine quids at once . . .”. Whether 
it was my flow of words or his own good 
sense winning in the end, we will never 
know for sure, but the finish of it was 
that he said “I suppose I have a very 
nice business”, and that was the end of 
the matter. 


Another approach which will often 
soften the blow in these cases goes like 
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this: “Your assessment will be £3,000. 
Congratulations. I wish mine were”. 


The Loud Taxpayer 


Two other characters deserve a brief 
mention. The first is the Loud Taxpayer. 
This gentleman announced at a social 
function one afternoon (so the story 
reached us) that “My — accountants 
cost me nearly £1500 in income tax this 
year”. 


Our first impulse was to get down 
the shot gun and call on him. But after 
we had cooled a little the thing came 
into proper focus. He had probably had 
two or three drinks. He had reached a 
stage where it gave him satisfaction to 
think that his income was probably the 
highest in the room. This was merely 
his way of drawing attention to the fact. 


We reflected that it takes all types, and 
the secret of success is to learn, if one can, 
to live with all types. 


The Proud Taxpayer 


Lastly, there was the taxpayer for 
whom we received an assessment one day 
for just under £10,000. I had of course 
warned him that his tax would be of this 
order, but that was six months ago, and 
I wondered a little uneasily how he 
would react now he found himself face 
to face with it. 


A day or two later I called and ex- 
plained it all to him. He listened quietly. 
There were no hysterics. In the end we 
decided to ask for a small downward 
variation of provisional tax and for ac- 
ceptance of the balance by instalments. | 
poked the assessment back in the satchel, 
together with his cheque for the first pay- 
ment, and prepared te go. But he stopped 
me. “Could I berrow the assessment for 
a day or two? I'd like to show it to my 
wife”. 

Thus I discovered the Proud Tax- 
payer. God bless him, we don’t have 
to do anything about him at all, 
and I don’t have to point a moral. 
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Rehabilitating Pakistan’s Economy* 


T the inception of Pakistan in 1947 

almost every sector of the economy 

of the new nation was either non- 
existent or under-developed. 


Although primarily an agricultural 
country, cultivation was antiquated and 
mechanisation almost unknown. Im- 
provement in the means of irrigation was 
an urgent necessity, as the riverine 
sources fell mainly in the territory of 
India. Moreover, the natural resources 
were hardly tapped. Hydro-electric power 
had yet to be harnessed. The means of 
communication were inadequate; the 
railways and other equipment urgently 
needed repairs and replacements; the 
main ports could not properly handle 
the cargoes. 

In the industrial sector the position 
was even worse. For example, Pakistan 
was producing about 70% of the world’s 
jute but did not have a single mill to 
process it. Although the country pro- 
duced iarge quantities of staple cotton 
only a few cotton mills were in operation. 


From the very beginning of Pakistan 
it was clear, therefore, that a prosperous 
economy could be achieved only through 
careful planning and hard work. 


One of the first acts of the Govern- 
ment on the proclamation of Pakistan’s 
independence .was to set up a Develop- 
ment Board. During the three years of 
its existence it approved 111 individual 
schemes. In 1951, a Planning Com- 
mission was established and a “Six-Year 
Plan” was formulated. With adaptations 
this later became the “First Five-Year 
Plan” of Pakistan. Four years of this 
First Plan are over and it is now in its 
fifth and last year. 

The aim of the Plan was to increase 
national income by 15 per cent., which 
would have resulted in an increase of 7.5 
per cent. in per capita income. Actually, 





* NOTE: Money amounts have been con- 
verted into approximate Australian equiva- 
lents on the basis of one Pakistan rupee 
equals 22.5 pence Australian. 
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+ 
1 pamaerme the profession of ac- 
counting is of a universal nature, 
the forthcoming Asian and Pacific 
Accounting Convention to be held 
in Melbourne on 4 to 7 April, 1960 
cannot fail to hold great interest for 
all accountants. 


As a means of developing this 
interest “The Australian Accountant” 
is publishing a series of articles 
dealing with economic and social 
conditions in the countries likely to 
be represented at the Convention. 

In seeking material for the series 
of articles, the Society has experi- 
enced generous co-operation from 
ambassadorial and consular repre- 
sentatives of countries concerned and 
as a result the articles received have 
been authoritative and of current 
significance. A typical instance of 
this is provided by the article entitled 
“The Japan of Today” written by 
His Excellency Mr. K. Narita, Am- 
bassador of Japan in Australia, 
which appeared in the October issue 
of the journal. The article published 
here — the fifth in the series — was 
contributed by His Excellency Mr. 
Insanullah Khan, Acting High Com- 
missioner for Pakistan in Australia 
and New Zealand. 


* * 








the increase in national income will be 
about 10 per cent., and because of the 
population increase of 1.6 per cent. per 
annum the increase in per capita income 
will be even much less. 


Independent observers have neverthe- 
less testified to the importance of the 
developments already achieved. in ad- 
dition to developing basic requirements 
for an improved economy, e.g. irrigation, 
power, transport, communication facili- 
ties and other services, some important 
industries have been successfully deve- 
loped. Pakistan has now fourteen jute 
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mills processing all that is required for 
domestic purposes and, in addition, large 
quantities for export. In cotton textiles 
the country is now self-sufficient in a 
number of grades and has considerable 
margins for export. The sugar industry, 
too, has almost reached the point of being 
able to supply domestic requirements. 

Despite these and other worthwhile 
results, the economy of Pakistan for some 
years went from bad to worse. Droughts 
and floods seriously affected agricultural 
production and many acres were put out 
of use because of salinity and water- 
logging. Instead of being an exporter of 
food grains, Pakistan had to become a 
heavy importer of them. The inevitable 
result was the worsening of the foreign 
exchange position and rising prices 
on the home market. Under such 
conditions anti-social practices such as 
smuggling, hoarding and black-marketing 
became rampant and the lot of ordinary 
citizens, instead of improving, became 
worse. By October, 1958, it was obvious 
to all observers that Pakistan would be 
ruined if these trends were allowed to 


continue much longer. 


THE NEW REGIME 


It was in these circumstances that 
General Mohammed Ayub Khan, res- 
ponding to the call of the nation, assumed 
responsibilities as President and Chief 
Martial Law Administrator. 

In his very first address to the nation 
the President made it clear that he was 
determined to stamp out anti-social 
practices, to rehabilitate the country’s 
economy and to introduce a democratic 
system suited to the people and to the 
peculiar conditions obtaining in Pakistan. 
It was obvious that the main aim of the 
new regime was to cater for the welfare 
of the common man and to usher in an 
era of social justice in keeping with 
Islamic ideology. 

The speed with which some of these 
aims have been achieved has impressed 
both Pakistanis and outsiders. Anti- 
social practices have been reduced to a 
minimum; inefficient or corrupt public 
servants have been weeded out; high 
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level commissions are remodelling the 
educational and legal systems; the land 
tenure system has been radically re- 
formed and a new democratic political 
system is in process of being introduced. 
A new confidence has seized the nation. 


Rehabilitating the Economy 


Steps taken by the new regime to 
develop a balanced economy can be 
understood only against the background 
of the pre-revolution period. Three 
features emerge in bold relief:— 

(a) economy in the current operating 

expenditure of Government; 

(b) restoration of balance between 

resources and expenditure; and 


(c) re-orientation of the taxation 
structure in such a way as to 
encourage savings, investment, and 
production. 


In October 1958 Pakistan was faced 
with a critical economic situation. The 
policy of deficit financing had led to an 
increase in the money supply, which 
during the three-year period ended 
September 1958 rose from £A364.2 
million to £A494.5 million an in- 
crease of 35.8 per cent. As this was 
not matched by a corresponding rise 
in availabilities, inflationary pressures 
gathered momentum leading to an ex- 
plosive price situation. The acute short- 
age of food in the country, coupled with 
expectations of further price rises, led to 
large-scale hoarding of goods, black- 
marketing and profiteering. The short- 
age of food necessitated heavy importation 
of foodgrains, thus resulting in a sharp 
depletion of foreign exchange reserves. 
In May, 1956 they stood at £A131.5 
million; by October, 1958 they were 
down to £A67 million. 


Inflation Curbed 


To curb inflation, the Government 
decided to break the rising spiral of prices 
by imposing price control on articles in 
daily use, thus giving some relief to the 
hard-pressed public. Simultaneously, 
the Government took vigorous measures 
to check smuggling, hoarding, black- 
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marketing and profiteering. These were 
essentially emergency and provisional 
measures. 


The next step was to attack the root 
cause of inflation — the imbalance 
between Government expenditures and 
receipts. The Government introduced 
the policy of “live within means”, and 
discontinued the past policy of deficit 
financing. A more careful control over 
expenditure was instituted and steps were 
taken to increase the country’s revenues. 


A vigorous drive was launched to 
collect tax arrears, in a bid to uncover 
hidden income on which no tax had 
been paid for years. The Government 
granted amnesty to those who made 
correct disclosures of their concealed 
wealth and accepted from them income- 
tax at much lower rates. In this way 
the Exchequer was assured a tax revenue 
of nearly £A22.5 million. The Govern- 
ment also imposed taxes in their new 
budget to augment revenues and anti- 
cipated a revenue surplus of £A6.5 
million which will be utilised for deve- 
lopment. 


The reversal by the new Government 
of the policy of deficit budgeting created 
a new situation. Monetary policy had 
to be re-orientated, with a view to 
curbing inflationary tendencies. Some 
selective credit controls were therefore 
introduced and in January, 1959 the 
bank rate was raised — for the first time 
since the State Bank was established — 
from three per cent. to four per cent. 
This in turn has been followed by a rise 
in the advance rates of commercial banks 
and certain other credit institutions. On 
the other hand, interest rates for deposits 
in commercial banks and other savings 
institutions have also gone up. 


These developments will serve to 
combat inflation — firstly, by stimulating 
savings, and secondly, by discouraging 
demand for credit for relatively inessen- 
tial purposes. 


Towards Financial Stability 


A considerable slowing down of mone- 
tary expansion has already resulted. In 
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1958-59 the money supply increased 
only by £A18.5 million as compared 
with £A32.9 million in the previous 
year and £A42.5 million in 1956-57. 
This result was achieved notwithstanding 
the fact that the foreign sector exerted 
a net expansionary force of £A11.3 
million in 1958-59, in sharp contrast to 
the contractionary influence of £A26.4 
million in 1957-58. 


Increase in Production 


On the supply side, by far the most 
encouraging feature has been the im- 
pressive increase in domestic industrial 
production. The index in 1957 was 
149.6. In 1958 it rose to 167.2 and in 
the first quarter of 1959 it rose further 
to 185.3. In foodgrains there was a 
decline in production, but the overall 
food situation eased after September, 
1958 because of the success of Govern- 
ment drive against smuggling, hoarding, 
black-marketing and because of the con- 
tinued inflow of imported foodgrains. 
Although imports of consumer goods 
continued to be restricted because of the 


shortage of foreign exchange, there was 
nevertheless a marked improvement in 
their availability, owing to large-scale 
unloading of stocks after the assumption 
of office by the new Government. 


Foreign Exchange Position 


The foreign exchange position which 
faced the new Government was almost 
desperate. From the middle of 1956 to 
the end of 1958 the deficit in the balance 
of payments had grown to £A84 million. 
Persistent deficits were reflected in the 
depletion of gold, dollar and sterling 
reserves, which touched the lowest level 
of £A67 million at the end of October, 
1958. 


Falling resources made it imperative 
for the Government to reduce the level 
of foreign expenditure. Hoarders of 
foreign exchange were asked to declare 
and surrender all foreign exchange assets. 
These measures were supplemented by 
certain reforms on the commercial side. 
An Export Bonus Scheme which was 
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introduced to stimulate export trade has 
already yielded handsome dividends. 
Restrictions on the export of goods were 
removed for the same purposes. Drastic 
cuts were made in the requirements of 
different departments of Government. 


Improvement 


These measures had immediate effect 
on the foreign exchange position. For 
the first time since March, 1956 a 
surplus was recorded in the last quarter 
of 1958. It amounted to £A54 million 
and since then the foreign exchange 
position has continued to improve. There 
is now not only a surplus in the balance 
of payments but also of gold, dollar and 
sterling reserves. These rose from £A67 
million in October, 1958 to £A103.1 
million at the end of August, 1959 —a 
rise Of over 50 per cent. in less than a 
year. 


Taxation Policy 


On the taxation side the Government 
had three objectives — 


(a) to increase the availability of 
goods through maximum industrial 
and commercial activities so that 
consumers can obtain them at 
reasonable prices, and so _ that 
there is encouragement for ex- 
porting them; 


through incentives, exemptions and 
specific reliefs, to create a fiscal 
climate attractive for both foreign 
and local investors; and 


(c) to rationalise and simplify the tax- 
ation structure. 


Tax Structure Rationalised 


In its last budget the Government 
rationalised customs and excise duties on 
certain items. In addition, duties on a 
number of raw materials required by 
industry were reduced so as to bring 
down the cost of production. More 
concessions were given to undertakings 
engaged in the exploration and extraction 
of mineral deposits; some items for 
increasing the revenue from Central 
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Excise Duty were carefully selected; and 
care was taken to ensure that the burden 
of any increase of duty did not fall 
unduly on people of the lower income 
groups. 


The first concession was allowed in 
the field of personal tax — the exemp- 
tion limit was raised from £A468 per 
annum to £A562 per annum. At the 
other end of the scale no one will be 
taxed beyond 75 per cent. of his income. 
Optimum relief has been given to the 
middle classes. 


Long-Term Measures 


As a long-term measure the Govern- 
ment appointed a Taxation Enquiry 
Committee to study the taxation struc- 
ture and suggest measures to make it 
more equitable and simple. This com- 
mittee has already submitted a report in 
three parts, covering Central, Provincial 
and Local Body taxes. 


Another commission was appointed by 
the Government to examine the scope 
and working of agencies which provide 
credit facilities to agriculture, commerce 
and industry. The commission has 
already submitted a report covering all 
aspects of credit problems in Pakistan. 


By the means indicated, the drain on 
the foreign exchange reserves has been 
halted and reversed, and balances abroad 
now give a comfortable margin. Indus- 
trial production has risen considerably 
and businessmen are more eager to 
invest in additional production facilities. 
Abroad, confidence in the economy has 
revived and foreign enterprise is showing 
greater inclination to invest in Pakistan. 
As a result of the country’s vigorous 
efforts at self-help more foreign aid is 
forthcoming. 


The outlook for Pakistan was recently 
summed up by its Finance Minister, Mr. 
M. Shoaib. He said that Pakistan could 
not hold out the prospect of economic 
prosperity but “we are definitely turning 
the corner”. 


The Australian Accountant, November, 1959. 





le 


)— 


7 (2) wy 











Capital Erosion 
By R. C. DALTON 


N my original article under this heading, 

| raised several questions related to 
the acknowledged fact that money values 
have been declining ever since money 
replaced the barter system. In an ex- 
ample given, it was assumed that a fixed 
asset, purchased at a cost of £100,000, 
is replaced after ten years at a cost of 
£200,000. During the period of its use, 
a provision for depreciation account 
(£100,000) had been raised, following 
ordinary accounting processes and, in 
addition (following a formula given in 
the book, Inflation and Company Fin- 
ance) a revaluation reserve of £55,000 
had been set up. 

At this stage, an extract from the trial 


balance would show:— 

Dr. Cr. 

Old Asset Account £100,000 
Provision for Depreciation 
Asset Revaluation Reserve 


£100,000 
£ 55,000 


After the new plant is purchased for 
£200,000 the provision is cancelled out 
against the old asset and the trial balance 
would show:— 


Dr. Cr. 
New Asset Account £200,000 
Old Asset Account Nil 
Asset Revaluation Reserve £ 55,000 
Provision for Depreciation Nil 


In this example, ten years have been 
allowed in the process of dividing money 
values by two and, although the decline 
may not always be so rapid, there will be 
times when it will closely approach it. 
The point I wish to make, however, 
concerns the long-term trend in money 
values: always, in the long run, the trend 
is downward, and any reversal therein 
has proved temporary only and has in- 
variably been swallowed up in a relatively 
short term. Unlike the tide, this ebb is 
never as great as the flow. 


Therefore, I am particularly interested 
in the last resting place of this Revaluation 
Reserve. It seems it will never disappear 
unless there occurs a reversal in the 
trend of prices — and this a reversal of 
long-term duration. It cannot be applied 
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How inflation affects measurement 
of profit and the influence of inflation 
on the finances of an enterprise have 
evoked some controversy recently in 
“The Australian Accountant”. In 
this issue we publish further contri- 
butions to the discussion in which 
issue on several points is joined by 
R. C. Dalton and J. McB. Grant. 


* * 








to the asset willy nilly, since this would 
clash with the theory of current income 
itself; in the example above, the appli- 
cation of the Revaluation Reserve to the 
asset would reduce the book value 
thereof to £145,000 as a result of which 
the balance sheet would not then tell 
the true story: a secret reserve would 
be established and future depreciation 
charges would be made irregular. 


On the other hand, however, unless 
that is done, several other considerations 
arise: when an asset revaluation reserve 
or provision is set up, the reader of the 
balance sheet has a right to assume that 
the item, along with all others, had been 
fairly described — that such a reserve is 
raised to meet an expected contingency 
which, in this case, has to do with ex- 
pected losses relating to fixed assets. (It 
can be presumed that it would be made 
clear that a market revaluation of assets 
is not involved), and if the reason for the 
reserve’s establishment disappears, so, 
too, should the reserve, the only course 
left open being its transfer to free or 
general reserves. But if this course is 
followed, it can only mean that manage- 
ment has, in prior times published balance 
sheets misleading in the sense that certain 
available profits have been veiled under 
the guise of specific contingencies: all 
the criticisms which have been levelled 
at conservative accounting and secret 
reserves are applicable. The establish- 


ment of an over-provision with respect 
to revaluations (in the sense here used) 
is in the same category as an over- 
provision for depreciation, taxation or 
bad debts: in such cases a secret reserve 
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exists in the amount of the over-provision, 
a rule which persists whether or not the 
excess is raised knowingly or unknow- 
ingly — in bad faith or good. 


These matters have a bearing on item 
4, page 475, of the August issue of The 
Australian Accountant where, if my in- 
terpretation is correct, Professor Mathews 
and Mr. Grant submit, because a reserve 
is shown as a separate balance sheet 
item, then, ipso facto, it cannot be a 
secret reserve. Here it may be noted 
that the name applied to any item shown 
in the balance sheet is almost, if not 
quite, as important as appearance for, 
if this were not so, fixed assets, or even 
intangibles, could be included along 
with, say, sundry debtors, as assets: and 
free reserves could be made secret merely 
by describing them as provisions. The 
question thus arises as to what members 
may justifiably impute when they read 
the words, “Asset Revaluation Reserve”, 
in a balance sheet or a somewhat similar 
description. The mere fact that it is not 
styled a general reserve would make them 
conclude that the amount had been set 
aside to meet a known or anticipated 


loss. 


Having already noted the long-term 
trend in money values, I do not see how 
this reserve will ever be used in full for 
the purpose originally devised, which 
means that the only course remaining 
open is a transfer to a general reserve 
because it is surplus to specified require- 
ments. And when a free, or general 
reserve is described in a manner which 
implies a known or expected contingency 
and is later found to be available for 
dividend purposes, then, in retrospect, 
such excess can only be viewed as a 
secret reserve as was done with pro- 
visions for taxation in the case Rex v. 
Kylsant. Similar conclusions apply to 
the Revaluation Reserve proposed in the 
current income theory unless it is em- 
ployed to meet losses suggested by its 
description. Referring to stock values 
and to the comparison made between 
LIFO and current income methods by 
Messrs. Shaw, Sterns and Forell (The 
Australian Accountant for July) let me 
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say that, if I read the text of /nflation 
and Company Finance aright, Mathews 
and Grant reject the LIFO basis and so, 
too, I think, does the Commissioner of 
Taxes, Mathews and Grant, quite pro- 
perly, raise objections on the ground 
that, with LIFO, secret reserves again 
raise their ugly heads since the method 
requires that stocks be understated in 
the balance sheet. Nevertheless, as was 
shown by Messrs. Shaw, Sterns, and 
Forell, LIFO produces a distributable 
profit identical with that arrived at by 
current income methods. These matters 
require comment:— 


1. There is no doubt that LIFO under- 
states stock values in the balance 
sheet and thus establishes a secret 
reserve. 


This understatement of stock values 
is achieved at the expense of 
published distributable profits, this 
because the credit for stock in the 
trading account is also reduced. 


It will be seen from the above that 
Mathews and Grant charge (correctly) 
that LIFO sets up a secret reserve in 
stocks (which must serve to reduce pub- 
lished profit results) and, in their turn, 
Messrs. Shaw, Sterns and Forell have 
shown that LIFO produces profit results 
identical with those of current income 
methods. As I see it, if LIFO produces 
a given profit (in this case £97,500) 
which is regarded as wrong (due to the 
creation of a secret reserve £4,000) then 
the same profit of £97,500 must also be 
wrong when produced by current income 
methods, and for the same reason. The 
fact that, with the latter, the reduction 
in distributable profit is achieved by 
transfers to a stock revaluation reserve 
alters nothing, unless this reserve is 
eliminated by the effect of increasing 
money values which is the intention 
implied by description. And if, in the 
course of time, this reserve grows to 
absurd proportions (as it will) then it 
must be transferred to general reserve 
and be shown as available for distri- 
bution. When this is done, it will 
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become apparent that available profits 
have been understated, in the past, by 
the creation of this reserve which was, 
in fact, a secret reserve. Its deduction 
from distributable profits was improper 
and would have caused members to 
under-rate their holdings. That sup- 
porters of current income should object 
to LIFO because the latter method creates 
secret reserves parallels Satan rebuking 
sin. 


I have attempted to show, in what has 
been written, that current income methods 
are subject to all the criticisms levelled 
at conventional accounting procedures 
insofar as the creation of secret reserves 
and the distortion of results are con- 
cerned. As to the latter, I submit the 
following illustration:— 


Example 1 


A. Ltd. and B. Ltd. are wheat merchants 
buying and selling at prices fixed by the 
Wheat Board. Each balances at the end of 
September. Both buying and selling prices are 
proclaimed each season which begins 1 October 
and ends 30 September following. However, 
because harvesting begins earlier in some 
areas than in others, merchants who begin 
buying new season’s wheat in September, are 
required to pay new season’s prices i.e. prices 
attributable to the following accounting period. 
From the trial balance extract of A. Ltd. 
given below, compute gross profit, using the 
current income method. 


Trial Balance, 30 September. 


Sales £150,000 

Purchases — made up as to 
60,000 bushels @ 20/- and 
40,000 @ 22/- 

Stock at start (40,000 @ 20/-) 

Stock at end (40,000 @ 22/-) 


£104,000 
£ 40,000 
£ 44,000 


Solution £ 
Sales 150,000 


Cost of sales 100,000 
Accounting gross profit 50,000 
Transfer — Stock revaluation 

Reserve (being difference 

between 40,000 @ 20/- and 


40,000 @ 22/-) 4,000 


Current income profit 46,000 
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Example 2 

It is the policy of B. Ltd. (referred to in 
Example 1 above) not to commence buying 
new season’s wheat until October. The ccm- 
pany purchased 100,000 bushels of wheat 
@ 20/- which had been sold for £150,000. 
It held no stocks at start or end of the period. 
Compute current income gross profit. 


Solution 
£ 


150,000 
100,000 


50,000 


Sales 
Cost of sales 


Accounting gross profit ' 
Transfer — Stock revaluatio : 
reserve ; Nil 


Current income profit 50,000 
Notes 

(a) The examples show that A. Ltd. 
and B. Ltd. are transacting exactly the 
same volume of business, both costs and 
sales values being identical. Yet their 
disclosed profits, where current income 
methods are employed, will be vastly 
different. By changing its policy s‘ightly 
— by refusing to purchase new season’s 
wheat until October — A. Ltd. (still using 
current income methods) would produce 
trading results with a much healthier 
look, in fact, equal to those of B. Ltd. 


(b) The above may be criticised on the 
grounds that it is an extreme case, that 
companies’ stocks are never reduced to 


zero. Perhaps so; but on the other side 
of the scale, it should be noted that the 
stocks of every concern vary above and 
below normal — that holdings in June, 
for example, may differ considerably in 
value and quantity from those held in 
December. Thus, if annual results are 
cast up in December, when stocks are 
perhaps high, annual transfers to the 
Revaluation Reserve would exceed those 
made if results were determined annually 
in June. In turn, published distributable 
profits would change. Ordinary account- 
ing methods are not guilty of this 
egregious error: given identical costs, 
identical goods, identical physical quan- 
tities and identical sales figures there can 
be no doubt that any given system should 
produce identical results. 


(c) Further to Example 1 assume that 
stocks £44,000 on hand at the end of 
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Year 1 are sold a few weeks after 
balance at new season’s prices (£66,000). 
Assume, too, that B. Ltd. had purchased 
wheat £44,000 a few days after balance 
and sold it at the same time and place as 
A. Ltd. for £66,000. At this point, 
should not the two undertakings show 
similar profit results whatever method of 
accounting is employed? Yet, in the 
above examples, if both companies had 
accepted current income methods, A. 
Ltd. would have been required to set 
up a Stock Revaluation Reserve (£4,000) 
thus reducing available profits, merely 
because it had made certain of its pur- 
chases a few days before B. Ltd; and 
because of these few days, it is expected 
to establish a reserve of £4,000 which 
represents an inflationary impact of 
twelve months duration! The same 
principles apply to all stocks when 
sold, although the dividing line is not 
always so clearly defined, nor the period 
of retention so short. The difference, 


however, is one of degree — not one of 
kind. 

There is much more one could write 
with regard to this matter but I feel that 


sufficient has been said to make a fair 
appraisement. In conclusion, I ask the 
following questions:— 

1. Is not the long-term trend in money 
values always downward? And is this 
not, of itself, sufficient to destroy the 
current income theory? 

2. What happens to the Stock and 
Asset Revaluation Reserves when it is 
decided that money values will not 
increase sufficiently to absorb them, or 
in other words, that they are surplus to 
the requirements or reasons visualized 
when they were established? 


3. Is it logical for proponents of 
current income methods to reject LIFO 
as a basis when both produce identical 
profit results? Does this not mean that, 
if LIFO methods create secret reserves, 
so, too, must current income methods? 

4. Does the fact that both LIFO and 
current income methods produce similar 
results necessarily prove that both are 
acceptable? Could it not mean that both 
are unacceptable? 
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CAPITAL EROSION — 
A FURTHER REPLY! 


By J. McB. GRANT, 


Senior Lecturer in Economics, 
University of Adelaide. 


|‘ Inflation and Company Finance? 
Professor Mathews and I were parti- 
cularly concerned with the effects of 
inflation on the measurement of business 
surplus and on the finances of enter- 
prises. Mr. Dalton, in the article above 
virtually ignores these two major aspects 
of accounting in times of inflation and 
instead concentrates attention on the 
results of current-income accounting or 
the balance sheet. This change in 
emphasis on the part of Mr. Dalton is 
important, for whatever points he may 
raise regarding the implications of current- 
cost accounting on the balance sheet, he 
will not have established that, in times 
of changing prices, current income is not 
a preferable measure of business surplus 
to the conventional measure based on 
historical costs. 

Mr. Dalton’s béte noire is what happens 
to the asset revaluation reserves which 
are created in times of rising prices if 
prices continue to rise indefinitely. On 
this problem may I first dispose of the 
possible illusion that these reserves will 
grow to such extent as to be out of line 
with other items in the balance sheet. 
Mr. Dalton quotes the case of an asset 
purchased for £100,000, the replacement 
cost of which doubles over its ten-year 
life, and as a result an asset revaluation 
reserve of £55,000 is built up over the 
ten years. If this asset is replaced for 
£200,000 and again the replacement cost 
doubles in ten years, a further £110,000 
will be added to the asset revaluation 
reserve bringing its total to £165,000. 
The continuation of this process will 
yield the results shown in Fig. 1. 

It can be seen from the table (Fig. 1) 
that as long as the replacement cost of 





(1) I am again indebted to Messrs. J. W. 
Bennett and G. C. Harcourt for having 
read and commented on a draft of this 


paper. 
(2) Law Book Co. of Australasia Pty. Ltd., 
Sydney, 1958. 
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Table 1. 
Accumulated 
Original Cost Balance of Replacement 
of Asset Asset Cost of 
(£'000) Revaluation Asset (£'000) 
Reserve (£'000) 


Ratio of 
Column (3) 
to Column (2) 


ros 7 —@ = ( FO OD f 


— we ewe tO 


Years 1-10 
Years 11-20 
Years 21-30 
Years 31-40 
Years 41-50 
Years 51-60 


(2) (3) (4) 

200 27.5% 
400 41.2% 
800 48.1% 

1,600 51.6% 

3,200 53.5% 

6,400 54.1% 
etc. 





the asset continues to rise, the asset 
revaluation reserve will grow, but from 
the right hand column it is clear that the 
ratio of the balance of the revaluation 
reserve account to the replacement cost 
of the asset approaches a limit, which in 
this particular example is 55%. 

Does the continuation of inflation 
mean that the reason for the establish- 
ment of the asset revaluation reserves 
disappear? The answer is definitely no. 
The continuation of inflation necessitates 
further transfers to asset revaluation 
reserves in order to provide approxi- 
mately for the replacement of the fixed 
assets at current prices. If, under con- 
ditions of inflation, accounting profits 
were fully distributed as taxation and 
dividends, the firm would in the long 
run be unable to finance the same level 
of operations from its own resources. 

The asset revaluation reserves created 
in times of rising prices must in no 
circumstances be transferred to other 
general reserves; they should be drawn 
on only if prices should subsequently 
fall, i.e. if the depreciation adjustment is 
negative. But Mr. Dalton’s prognosis is 
that the long-term trend in prices is up- 
wards. The scanty information which is 
available on price levels supports this 
view. However, it should be pointed 
out that, in the past, periods of rapidly 
rising prices have been followed by many 
years in which the trend in prices has 
been downwards — in fact retail prices 
in the United Kingdom have only doubled 
over the last 150 years, and hence the 
100% rise in ten years which Mr. Dalton 
uses in his example should not be taken 
as indicative of the long-term trend. 
Nevertheless, one can argue that on 
account of changing economic and social 
conditions the best guide to the future 
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course of prices is the experience of the 
last decade rather than the last 150 years. 
There are indications * that, as a result of 
the experience in the immediate past, 
the means of achieving stability of prices 
are receiving much more attention and I 
believe that in the nineteen hundred and 
sixties freedom from inflation will parallel 
freedom from unemployment as an ob- 
jective of economic policy. In short, | 
do not think that the future will bring 
forth conditions in which prices will 
continue to rise at an appreciable rate. 

In any case, as I have explained above, 
the question of the precise course of 
prices in the future is not really an issue, 
for as long as prices change current 
income accounting will be superior to 
conventional methods based on historical 
cost, because it is specifically designed to 
meet such conditions. 


II 

The second issue raised by Mr. Dalton 
is summed up in his own words as 
follows “ ... if LIFO produces a given 
profit (in this case £97,500) which 
is regarded as wrong (due to the creation 
of a secret reserve of £4,000) then the 
same profit of £97,500 must also be 
wrong when produced by current income 
methods, and for the same reason.” 

Professcr Mathews and I object to 
the use of LIFO, not as Mr. Dalton 
suggests because it produces a wrong 
result for distributable surplus, but 
because it involves the understatement of 
stock values in the balance sheet. Messrs. 
Shaw, Sterns and Forell, with whose 





(3) See for example; Reports of the Coun- 
cil on Prices, Productivity and Income 
(H.M.S.O., London), and the addresses 
by Dr. H. C. Coombs and Professor P. 
H. Karmel at A.N.Z.A.A.S. meeting in 
Perth in 1959. 
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views I wholeheartedly agree, have 
pointed out that “the use of ‘current 
income’ is not such a radical departure 
from so-called conventional accounting 
as would appear at first sight, but is 
rather a refinement of the LIFO 
method and is well in accord with 
accounting principles and practice”. * 


Ill 


The third issue raised by Mr. Dalton 
is contained in his Examples 1 and 2 in 
which he compares the current income of 
two companies A. Ltd., and B. Ltd., 
whose trading results are identical save 
that B. Ltd., because it commences 
buying later in the season, has no opening 
or closing stock. When Mr. Dalton 
computes current income via the method 
of deducting from accounting profit the 
stock appreciation (i.e. the difference 
between opening stock valued at histo- 
rical cost and opening stock valued at 
current cost), he finds that in the case 
of B. Ltd., because it has no opening or 
closing stock, the stock appreciation ad- 
justment is zero. 

The solution to this apparent dilemma 
is given in the article entitled “Capital 
Erosion — A Reply” (The Australian 
Accountant, August, 1959) where Pro- 
fessor Mathews and I pointed out that 
“in the case of a purely trading enterprise 
if there is any difference between the 
historical cost of goods sold and their 
replacement cost (at the time when they 
are sold) the conventional profit measure 
differs from current income, which is 
defined as the difference between costs 
and revenues expressed in current (as 
opposed to historical prices)” (p. 473). 
We then went on to explain that, if the 
physical quality of stock is constant, the 
difference between accounting profit and 
current income reduces to the difference 
between opening stock valued at histo- 
rical cost and opening stock valued at 
current cost. In short, this rule of thumb 
method for calculating stock appreciation 
is based on the normally realistic 
assumption of a constant volume of 
stock. However, Mr. Dalton’s case of 
B. Ltd. is an unusual one to which the 


(4) The Australian Accountant, July, 1959, 
p. 409. 





630 


rule of thumb method of calculating 
stock appreciation cannot be applied. 
Instead we must go back to the basic 
principles re-stated above and calculate 
current income by deducting from total 
sales the current cost of goods sold as 
opposed to their historical cost. If this 
is done the current income of A. Ltd. 
and B. Ltd. will be identical in all 
the examples Mr. Dalton gives. 


Ideally, current income should always 
be determined in this way, but in most 
cases the calculations would be too 
laborious to be practical. As a result 
we sought a simple rule of thumb method 
which would generally produce results 
close to the ideal. Where the physical 
quantity of stock is subject to substantial 
changes this rule of thumb method, which 
ignores the stock appreciation or physical 
change in stock, should be replaced by a 
more sophisticated procedure. For a 
discussion of this problem the reader is 
referred to Chapter 5 of Inflation and 
Company Finance. 


To conclude, I summarise my answers 
to the four questions posed at the end of 
Mr. Dalton’s paper. 


1. The long-term trend in prices has 
been upwards, but this is no guarantee 
that this trend will persist in the future. 
In any event, the recommended stock 
and depreciation adjustments which must 
be made to arrive at current income 
become unnecessary only if prices are 
constant. 

2. If prices continue to rise without 
interruption the stock and asset revalu- 
ation reserves will still be necessary, 
because failure to increase them would, 
with full distribution of profits, render 
enterprises unable to finance the same 
scale of operations from their own 
resources. 

3. It is logical to reject LIFO even 
though it produces the same profit result 
because it is rejected on other grounds, 
namely the understatement of stock 
values. 

4. LIFO and current income ac- 
counting have been accepted by firms, 
but not by the Commissioner of Taxation. 


The Australian Accountant, November, 1959. 





oe Ge oe oe. Oo ee oe Ae oe ee ee 


of 


Elements of Farm Management Accounting 


By C. A. MALLYON, F.A.S.A. 


USTRALIAN farm accounts must be 

set up on a sound basis. The 
installation of such accounts is perhaps 
the most urgent task which faces the 
country accountant. 


The past ten years have possibly been 
the most prosperous period that Aus- 
tralian agriculture has known. Yet few 
indeed are the farmers who now have a 
sound capital structure. 

Their technical abilities have risen 
tremendously. They can hold their own 
with any other national group in the fields 
of livestock breeding, pasture improve- 
ment, irrigation and machine use. But in 
the broader spheres of farm management 
—in administration and finance—their 
knowledge is sadly lacking. It is pre- 
cisely in these spheres, in which he is a 
specialist, that the accountant should 
guide them. 


Especially is this so now that the 


prosperous decade is over. Product 
prices are tumbling. Costs are at a high 
level, or are tending to rise. The farmer 
who uses scientific management (in the 
wider sense of the word) will have a 
better chance to farm profitably. 


The steps involved in the installation 
and maintenance of a system of farm 
management accounting would be as 
follows:— 


1. Obtain a detailed inventory from the 
farmer of all his assets and an account of 
all his liabilities. 

Using realistic methods of asset valuation, 
prepare an opening balance sheet. 

As far as day-to-day cash book entries are 
concerned, no change is necessary from 
any present system. 

. At the end of the year, obtain detailed 
statistical information from the farmer as 
to livestock tallies, crop stocks, unsold 
produce, and sundry creditors. 

. Again using realistic valuations, prepare 
the final accounts and balance sheet. 

- With very little difficulty, separate taxa- 
tion accounts can be prepared from the 
data. 
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The following article comprises 
Part I of a paper entitled “‘Account- 
ing and Valuation for Farmers 
and Graziers” presented by C. 
A. Mallyon, F.A.S.A., at the first 
convention of the Albury (N.S.W.) 
District Group of the Society held 
in May last. Part II dealing with 
the presentation of accounts will 
appear in the following issue of 
“The Australian Accountant.” 


The somewhat controversial views 
put forward by Mr. Mallyon 
aroused considerable discussion at the 
convention. However, the methods 
advocated by the author of meeting 
the problems encountered in farm 
accounting have been found of 
practical application by him. It is 
hoped that the publication of the 
paper will prompt further thought 
and lend to enlightening discussion 
of an accounting problem which has 
received little attention to date. 


* * 


7. Analyse the accounts and report to the 
farmer on the results of his year’s activities. 


It is to be remembered that the 
accounts and the analysis of them mean 
nothing in themselves. Only in so far as 
they serve as a guide to future activities 
—and the further avoidance of pitfalls 
encountered—do they possess any value. 
It is along these lines that the farmer 
will probably need accounting guidance. 


The following problems in farm 
accounting are discussed in this paper:— 
(a) Preparation of the foundation balance 
sheet, together with suggested method of 
valuing certain farm assets. 

(b) Operation of the accounting system. 

(c) Presentation of farm final accounts and 
balance sheets. 

(d) Analysis of the farm financial accounts. 

(e) Analysis of the farm non-financial records. 
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INSTALLATION AND VALUATION 


Before proceeding further, reference 
is made to articles appearing in The 
Australian Accountant for July, August 
and September, 1958. These articles, 
entitled “Valuation of Livestock—Aver- 
age Cost Price Method” and “Valuation 
of Farm Assets” respectively, explain the 
reasons for what follows. By means of 
this practical example, it is also hoped to 
clarify the principle contained in the 
articles mentioned. 


Suppose that the summary balance 
sheet (Fig. 1) represents the position of 
a progressive farmer as at 30 June, 
1957. It has been prepared on the basis 
of taxation work done for him and on 
other values based on general accounting 
methods. 

FIG. 1 
A. N. GROWER—FARMER 
Balance Sheet as at 30th June, 1957. 
ASSETS 
Land and Improvement (At cost) 
Plant and vehicles (cost less depu.) 3,271 
Sheep: 1,725 @ A.C.P. 21/3 . 1,833 
Cattle: 62 @ A.C.P. £7/10/0 465 
Wool on hand (estimated cost) 220 


£26,625 


£20,836 


LIABILITIES 
Bank overdraft 4,127 
Stock agent current account 634 
Capital . Sp 21,864 


£26,625 


Land and Improvements 


This farm of 1,320 acres was pur- 
chased seventeen years ago for £13,350. 
Since then, various extensive improve- 
ments have cost him £7,486 in cash. 


Improvements incorporated certain 
natural resources of the farm (timber, 
stone). Farm labour and machinery were 
used in their erection. Several dams 
were constructed, extensive irrigation 
channels were laid, considerable amounts 
were spent on pasture improvements and 
soil conservation. All these items had 
been written off through the profit and 
loss account. 


Also during those years an all-weather 
asphalt road had taken the place of the 
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rutty dirt track that used to run past his 
property. Other transport facilities had 
improved considerably. The population 
of the local market town had more than 


doubled. 


These facts were reflected in the 
Valuer-General’s valuation which had 
been made near the end of 1956. The 
unimproved value of the property was 
shown at £19,800, the improved value 
was £36,100. 


Livestock Values 


Livestock figures, as determined by 
the average cost price method, are utterly 
fictitious. The valuation has come about 
through the low value placed upon 
natural increase. Few purchases have 
been made over the years to counteract 
their effect. 


It is considered that the farm price 
method (that is, selling value less 
estimated selling charges) is the only 
method which gives a realistic approach 
to livestock values. It may involve a 
certain amount of extra work in com- 
piling the necessary data. But once that 
data is gathered, it can be applied to all 
similar types and classes of livestock 
throughout a district or area. 


From information supplied by the 
farmer, 260 head of the sheep represent 
his stud flock, valued at £4,420. From 
information obtained from the farmer 
and other sources, the remaining 1,465 
flock sheep had a selling value of £6,040. 
Previous records have shown that selling 
charges (commission, cartage, etc.) 
average 124 per cent. Thus, the farm 
price of these flock sheep is £5,285. 


In a similar manner, it is determined 
that the farm price of the cattle is £1,715. 


Produce and Fodder 

The wool clip—unsold at 30 June, 
1957—was produced during that year, as 
a result of the following operations, 
shearing, grazing and hand feeding of the 
sheep and their maintenance in good 
condition by dipping and drenching. 


Therefore, for farm management pur- 
poses, the full gross value of the wool 
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should be brought into account. Like- 
wise, the selling charges of the wool 
brokers should be treated as an expense. 


From the account sales _ received 
several weeks after the end of the year, 
the gross sale price is found to be £4,890. 
Selling charges (commission, insurance, 
freight, etc.) are shown as £570. Thus, 
the farm price is £4,320. 


The farmer has 300 tons of baled 
lucerne hay in his sheds and 1,100 bushels 
of oats in his silos. This produce from 
the farm could be sold or held for fodder. 
In that the farmer held it for fodder was 
merely a managerial decision on his part. 
Thus, the cost to him of that fodder was 
the foregone alternative of sale. 


The expenses incurred in producing 
the fodder were reflected in the profit and 
loss account for the year just past or in 
those of previous years. The produce is 
just as much an income (or output) item 
in the year of production as the wool 
produced. 


Farm price of the lucerne hay was 
determined at £2,625, and of the oats, 
at £315. 


Sundry Liabilities 
Store and other accounts owing by the 


farmer at 30 June, 1957, were presented 
by him. They totalled £170. 


Adjusted Balance Sheet 


On the basis of the new information 
supplied above, a balance sheet can now 
be prepared which will form the founda- 
tion of the farm management accounting 
system. This is shown, again in summary 
form, in Fig. 2. 


This balance sheet contains all the 
assets and liabilities of the farmer. It 
portrays the assets with realistic values. 
It gives the farmer a bird’s eye view of 
what he owns, what he owes, and what 
his true net worth in the business is. 


Advantages of Balance Sheet 


Besides being of great value from a 
managerial point of view, such a balance 
sheet has other important uses. If the 
farmer needs an expansion of his over- 
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FIG, 2 


A. N. GROWER—FARMER 
Balance Sheet as at 30th June, 1957. 


ASSETS 


Freehold land (At V.G. Value) 
Improvements (At V.G. Value) 
Plant and vehicles (cost less depn.) 
Stud sheep: 260 at valuation 
Flock sheep: 1,465 at farm price 
Cattle: 62 at farm price 

Wool unsold (at farm price) 
Fodder on hand (at farm price) 


£19,800 
16,300 
3,271 
4,420 
5,285 
1,715 
4,320 
2,940 


£58,051 


LIABILITIES 


Bank overdraft , 4,127 
Stock agent current account 634 
Sundry creditors 170 


£4,931 
53,120 


£58,051 


Capital 


draft, he could present this balance sheet 
with considerable confidence. If an estate 
planning scheme is in mind, this balance 
sheet displays in a reasonable manner 
the present value of the farmer’s estate. 
If he has in mind selling his property or 
introducing a partner, he knows what 
values are involved. 


A comparison of this statement with 
the previous balance sheet shows that 
resources were previously undervalued by 
118.03 per cent. Capital was under- 
stated by 142.96 per cent. 


The previous balance sheet has decora- 
tive value only. It merely shows that the 
accountant has balanced his figures. The 
reconstructed balance sheet is dynamic, 
real, and covers the needs of the farmer. 


For technical purposes this balance 
sheet may need to be expanded to show 
how these figures are arrived at. These 
can then be journalised and posted to 
appropriate ledger accounts. 


OPERATION OF ACCOUNTS 


Provided that a full set of double entry 
books (cash book, journal, ledger) has 
previously been maintained, little change 
will be required in the operation of the 
new system. 





Several new accounts will be required 
in the ledger. To facilitate preparation of 
the taxation return, it would be desirable 
to have one or more clearing accounts. 


Although the needs of management are 
the primary concern of this system, 
taxation must not be forgotten. By using 
the clearing account or accounts sugges- 
ted later, the subsidiary preparation of 
the taxation accounts will prove an easy 
matter. In fact the preparation of the 
two sets of accounts will involve little 
extra time over the previous method. 


Livestock Accounts 


Of course, the values of the sheep, 
cattle, etc., on hand will be entered in 
the ledger at managerial valuations. 
Purchases—both numbers and prices— 
will be entered in the usual manner. So, 
also, will the tallies of natural increase 
and losses. Ration animals may be en- 
tered at the value determined by the 
farmer. 


However, the gross price of sheep and 
cattle sold should be recorded. After all, 
this is the actual price paid by the pur- 
chaser for them. It gives a more realistic 
view of the value of the stock. Further, 
for purposes of determining farm prices, 
the usual percentage of selling charges 
can be more easily determined. 


It is essential that all account sales be 
sighted. Where possible, a _ separate 
column can be provided in the cash 
book for selling charges. Then the gross 
sale price of the sheep or cattle will be 
entered in their respective columns and 
the selling charges (a debit) in their 
column. 


Where this treatment is not possible— 
for example, where a farmer runs an 
extensive account with a stock agent and 
each sale is not accounted for in cash— 
a journal entry debiting selling charges 
and crediting the respective livestock 
account, will be made. 


The taxation livestock accounts need 
not appear in the ledger at all. It is 
quite a simple matter to prepare these 
accounts directly from the information 
available. 
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The accountant has the opening stock 
figures and values. The figures for 
purchases and sales will remain the same. 
The numbers of natural increase, rations, 
losses, and closing stock will be unaltered. 
All that has to be completed is the average 
cost price of the closing stock, which 
will then be applied to that stock and to 
rations. 


Gross Sales 


It is suggested that the same procedure 
for handling sales of wheat, oats, hay, 
dairy products, and all other produce, be 
followed. That is, that the gross sale 
figure be shown, and that selling charges 
be inserted as an expense. 


Besides showing the values, the quan- 
tity of sales should also be entered. In 
this way, the farmer can see exactly what 
he sold and the prices obtained. 


This information is absolutely essential 
when it comes to making an analysis of 
the accounts. An analysis of values only 
would be absolutely meaningless. 


Fodder Accounts 


A possible new account in the ledger 
will be that for fodder on hand at 
balancing time. This need only record 
the farm value of the produce as given 
in the inventory by the farmer. 


If complete feed accounts were kept, 
including the consumption of all farm 
produced feeds, the opening and closing 
stocks would be shown in this account. 
However, since such an account would 
involve a considerable amount of extra 
and unsatisfactory work in keeping it, 
the other alternative is to use opening 
and closing stocks only. 


For profit and loss purposes, the 
opening stock will be added to the cost 
of purchased fodder, while the closing 
stock will be deducted from it. However, 
should this result in a credit balance— 
as, for example, where the value of the 
closing stock is considerably higher than 
the opening one, and purchased feed is 
negligible—the difference betwen the two 
stocks should be shown on the revenue 
side of the profit and loss account. 
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Section 75 Improvements 


So that items allowable under Section 
75 of the Income Tax and Social Services 
Assessment Act will not be overlooked, 
it is suggested that they be posted in the 
first instance to a special clearing account. 
As soon as they have been incorporated 
in the Taxation Profit and Loss Account, 
they can be transferred to Improvements 
Account. In this way, the possibility of 
not claiming them is avoided. 


Depreciation of Improvements 


Very often, where a full set of records 
has been maintained, depreciation has 
been charged at normal rates in the profit 
and loss account. A separate depreciation 
schedule has been prepared in accordance 
with taxation allowances. The net profit 
has then been adjusted to arrive at 
taxable income. 


In many instances, normal deprecia- 
tion of improvements has been ignored, 
possibly because it is considered that 
appreciation in land values would offset 
the depreciation of the improvements. 


However, this is wrong in principle. 
Any appreciation in land values is a 
capital accretion. Any depreciation of 
improvements is in the nature of a 
revenue expense. 


Therefore, it is essential that depre- 
ciation of improvements should be taken 
into account. But at what rate should 
such depreciation be charged? The im- 
provements vary from a soundly con- 
structed brick building to such a variable 
item as pasture improvement. 


Of course, a detailed inventory of all 
improvements could be listed. Varying 
rates could then be applied to each im- 
provement according to its estimated 
life. But such an inventory would be 
difficult to prepare. The results accruing 
from such an inventory would scarcely 
warrant the effort put into it. 


Taking everything into account, it 
is considered that an overall rate of 
five per cent will go close to giving a 
practical and simple solution. 
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The improvements account itself pos- 
sibly needs some further thought. Seeing 
that prior to the installation of the new 
farm accounting system, no definite figure 
can generally be ascribed to improve- 
ments, the Valuer-General’s valuation 
(provided that the time of valuation 
approximates that of the accounts) may 
be taken as the basic entry of the account. 


If, on the other hand, the valuation 
had been made two or three years earlier, 
certain other factors would have to be 
considered. Any intermediary additions 
made between the time of the Valuer- 
General’s valuation and the time of com- 
mencing the new system would have to 
be taken into account. 


For example, suppose that the last 
valuation had been made in 1954. Im- 
provements were valued at £15,200. 
During the year ended 30 June, 1955, 
a silo had been erected at a cost of £360. 
In the following year, a new subdivisional 
fence was constructed for £563, while 
irrigation channels were made for an 
amount of £715. Finally, a hay shed 
was built for £403 in 1957. 


To determine the opening value to be 
used, presuming the farm management 
accounting system is being installed at 
30 June, 1957, the calculations shown 
in Fig. 3 are made. 


FIG. 3 

Valuer-General’s valuation 1954 .... £15,200 
Add Silo erected 1955 .... .... .... «... 360 
15,560 

Less Depreciation .... .... .... 2... .... 778 
Balance at 30 June, 1955 ; 14,782 
Add Subdivisional fence .... —_ 563 
Irrigation channels ‘ 715 
16,060 

Less Depreciation .... .... ... 803 
Balance at 30 June, 1956 wor 15,257 
Add Hay shed . shied ita 403 
15,660 

Less Depreciation . 783 


Balance at 30 June, 1957 £14,877 
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Several new accounts will be required 
in the ledger. To facilitate preparation of 
the taxation return, it would be desirable 
to have one or more clearing accounts. 


Although the needs of management are 
the primary concern of this system, 
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will be entered in the usual manner. So, 
also, will the tallies of natural increase 
and losses. Ration animals may be en- 
tered at the value determined by the 
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However, the gross price of sheep and 
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this is the actual price paid by the pur- 
chaser for them. It gives a more realistic 
view of the value of the stock. Further, 
for purposes of determining farm prices, 
the usual percentage of selling charges 
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It is essential that all account sales be 
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column can be provided in the cash 
book for selling charges. Then the gross 
sale price of the sheep or cattle will be 
entered in their respective columns and 
the selling charges (a debit) in their 
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Where this treatment is not possible— 
for example, where a farmer runs an 
extensive account with a stock agent and 
each sale is not accounted for in cash— 
a journal entry debiting selling charges 
and crediting the respective livestock 
account, will be made. 


The taxation livestock accounts need 
not appear in the ledger at all. It is 
quite a simple matter to prepare these 
accounts directly from the information 
available. 
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The accountant has the opening stock 
figures and values. The figures for 
purchases and sales will remain the same. 
The numbers of natural increase, rations, 
losses, and closing stock will be unaltered. 
All that has to be completed is the average 
cost price of the closing stock, which 
will then be applied to that stock and to 
rations. 


Gross Sales 

It is suggested that the same procedure 
for handling sales of wheat, oats, hay, 
dairy products, and all other produce, be 
followed. That is, that the gross sale 
figure be shown, and that selling charges 
be inserted as an expense. 


Besides showing the values, the quan- 
tity of sales should also be entered. In 
this way, the farmer can see exactly what 
he sold and the prices obtained. 


This information is absolutely essential 
when it comes to making an analysis of 
the accounts. An analysis of values only 
would be absolutely meaningless. 


Fodder Accounts 


A possible new account in the ledger 
will be that for fodder on hand at 
balancing time. This need only record 
the farm value of the produce as given 
in the inventory by the farmer. 


If complete feed accounts were kept, 
including the consumption of all farm 
produced feeds, the opening and closing 
stocks would be shown in this account. 
However, since such an account would 
involve a considerable amount of extra 
and unsatisfactory work in keeping it, 
the other alternative is to use opening 
and closing stocks only. 


For profit and loss purposes, the 
opening stock will be added to the cost 
of purchased fodder, while the closing 
stock will be deducted from it. However, 
should this result in a credit balance— 
as, for example, where the value of the 
closing stock is considerably higher than 
the opening one, and purchased feed is 
negligible—the difference betwen the two 
stocks should be shown on the revenue 
side of the profit and loss account. 
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been charged at normal rates in the profit 
and loss account. A separate depreciation 
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The improvements account itself pos- 
sibly needs some further thought. Seeing 
that prior to the installation of the new 
farm accounting system, no definite figure 
can generally be ascribed to improve- 
ments, the Valuer-General’s valuation 
(provided that the time of valuation 
approximates that of the accounts) may 
be taken as the basic entry of the account. 


If, on the other hand, the valuation 
had been made two or three years earlier, 
certain other factors would have to be 
considered. Any intermediary additions 
made between the time of the Valuer- 
General’s valuation and the time of com- 
mencing the new system would have to 
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For example, suppose that the last 
valuation had been made in 1954. Im- 
provements were valued at £15,200. 
During the year ended 30 June, 1955, 
a silo had been erected at a cost of £360. 
In the following year, a new subdivisional 
fence was constructed for £563, while 
irrigation channels were made for an 
amount of £715. Finally, a hay shed 
was built for £403 in 1957. 


To determine the opening value to be 
used, presuming the farm management 
accounting system is being installed at 
30 June, 1957, the calculations shown 
in Fig. 3 are made. 
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Valuer-General's valuation 1954 £15,200 
Add Silo erected 1955 .... .... .... .... 360 
15,560 
Less Depreciation .... .... .... .... 778 


Balance at 30 June, 1955 .... .. 14,782 
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Schedules Required 


Careful attention needs to be applied 
as to what information is required from 
the farmer. The list must not be so 
involved that it will be answered un- 
certainly (and, therefore, incorrectly) or 
haphazardly. Nor must it be so sketchy 
that the information obtained is valueless. 


The summary livestock schedule is 
essential. This would be the same as 
the information at present obtained for 
taxation purposes, although, if a stud is 
also carried, a separate class section 
would be needed for it. 


However, this summary livestock 
schedule will need to be supplemented. 
For each class of livestock, detailed par- 
ticulars will need to be supplied con- 
cerning the closing stock on hand. For 
example, sheep will need to be divided 
into rams, ewes, and wethers. A fair 
approximation will be needed of thei: 
age groups. The general condition of 
the flock—or various sections of it— 
needs to be known. The month of 
shearing should be stated. 


Further, the farmer should be asked 
to supply a conservative estimate of the 
selling price of each type of the livestock 
classes. Also, if he has had a classer 
make a recent valuation of any portion 
of his stock, he should be requested to 
supply a copy of that valuation. 


To aid in production analysis, infor- 
mation should be obtained as to the 
approximate grazing areas used by the 
various classes of livestock. Where sup- 
plementary feed is supplied—as, for 
example, to dairy cattke—the quantities 
of the home-grown produce fed and the 
values of purchased fodder and concen- 
trates supplied should be indicated. 


Another aid, both to production and 
labour analysis, is for the farmer to supply 
a break-up into proportionate amounts 
of the labour used on his farm. Without 
this information, it is practically impos- 
sible to test either the productive or 
labour efficiency of the business. 
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The information desired will vary 
according to the type of farm. As a 
guide to the type of questionnaire to 
send to farmers in regard to their live- 
stock, a suggested “Livestock Schedule” 
is given in Appendix A. 


Apart from livestock statistics, the 
accountant should also get production 
figures on the livestock products. He 
needs the weight of the total wool clip 
for the year and particulars of the num- 
bers of sheep and lambs shorn. 


He needs the total gallons of milk or 
pounds of butter fat produced, the 
average number of dairy cows milked, 
the number of litters of pigs during the 
year and the average number of pigs 
weaned per litter. 


Some of this information can be ob- 
tained from account sales and other 
credit notes, but it is necessary to look 
to the farmer for the internal statistical 
information. It is essential that the 
farmer be made aware of the importance 
to him of supplying accurate information. 


Crop statistics are equally important. 
Even if the crops were grown solely for 
feeding to the livestock, their production 
forms an integral part of the farm ac- 
tivities. It is just as important that such 
a crop be produced efficiently as if it 
had been raised for sale. It still means 
pounds, shillings and pence in that it 
forms part of the sale price of the live- 
stock (and the livestock products) which 
consumed it. 


What crop statistics are needed? They 
include the acreage used for each crop 
grown, the actual yields obtained from 
each crop; (the quantities sold either 
privately or through the various market- 
ing boards should appear on the several 
credit notes received), the quantities of 
grain and fodder on hand at balancing 
time. 


To make a proper analysis of his 
accounts, it is also necessary to obtain 
from the farmer details concerning his 
use of labour. As a minimum, the total 
quantities of labour, including that of 
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his family and himself, in terms of 
months, should be obtained. In addition, 
this labour should be broken up into the 
proportions used for the various classes 
of livestock and crops. 





Suggested forms of schedules to be 
forwarded to the farmer for completion 
as regards livestock and crop production 
and labour performance are given in 
Appendices A, B and C. 


APPENDIX A. 
LIVESTOCK SCHEDULE 


No. 
FLOCK SHEEP 
On hand—1! July, 19 
Purchases 
Natural increase 
Sales 
Rations 
Losses 
On hand—30 June, 19 





STUD SHEEP (Type ) 
On hand—! July, 19 
Purchases ° 

Natural increase 

Sales 

Losses 

On hand—30 June, 19 


On hand—30 June, 19 
Age Condition 


FLOCK SHEEP 
Rams 

Wethers 

Ewes 

Lambs 

STUD SHEEP 
Rams 

Ewes 

Lambs 

HERD CATTLE 
Bulls 

Steers 

Cows 

Heifers 

Calves 

STUD CATTLE 
Bulls 

Cows 

Heifers 

Calves 
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No. 
HERD CATTLE 
On hand—1! July, 19 
Purchases 
Natural increase 
Sales 
Rations 
Losses 
On hand—30 June, 19 


STUD CATTLE (Type: ) 
On hand—! July, 19 
Purchases 

Natural increase 

Sales 

Losses 


On hand—30 June, 19 


Month of No Estimated 
Shearing Selling 
Price 
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APPENDIX B. 
CROP SCHEDULE 
On Hand _ Acreage Total Sold Fodder On Hand 
1/7/ Used Yield 30/6/ 
Wheat 
Oats 
Barley 
Hay— 
Wheaten 
Oaten 
Lucerne 
Meadow 
Other crops— 
APPENDIX C. INSTALLATION, VALUATION, and OPERA. 
Lab LABOUR SCHEDULE Months Efferson, J. N.: op. cit., chs. 3-9. 
wa d I d Fippard, N. B.: op. cit. chs. 2-5. 
feos joye atte et Hopkins and Heady: op. cit. chs. 4-5, 11-12. 
wner P Malloch and Weston: Practical Farm Bookkeep- 
Unpaid family labour ing and Costing, chs. 1-2, 4-7. Whitcombe & 
Paid labour Tombs, N.Z. 3rd edn. 1953). 


Farm & shed hands 
(see below)* 

Contract shearing 

Contract crop work 








*Where more than one farm or station hand 
employed please show total months worked 
for all such employees. 

Work done—(here give approximate percen- 
tage estimate of time spent on various work 
done on property—total to equal 100) 





Estimate % 
Sheep 
Cattle 
Crops 
Maintenance work, etc. 
100% 
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Stay of Proceedings 


In Olver v. Hillier (1959) 1 W.L.R. 
553, the parties were carrying on business 
as partners under an agreement which 
included an arbitration clause couched in 
wide terms and on which a defendant 
partner sought an order staying legal 
proceedings. 


The arbitration clause was in the 
following terms: “All disputes and 
questions whatsoever which shall either 
during the partnership or afterwards arise 
between the parties or their respective 
representatives or between either partner 
and the representatives of the other 
partner touching this agreement or the 
construction or application thereof or any 
clause or thing herein contained or any 
account valuation or division of assets 
debts or liabilities to be made hereunder 
or as to any act deed or omission of 
either partner or as to any other matter 
in any way relating to the partnership 
business or the affairs thereof shall be 
referred to a single arbitrator... ” 


One of the partners brought an action 
against the other, claiming, amongst 
other things, the dissolution of the part- 
nership, relying on the “just and 
equitable” ground upon which the Part- 
nership Acts permit an application for 
dissolution to be made to the court (i.e., 
“whenever in any case circumstances 
have arisen which, in the opinion of the 
court, render it just and equitable that 
the partnership be dissolved”). The de- 
fendant partner thereupon, and in view 
of the arbitration clause, sought an order 
staying legal proceedings. 


The arbitration clause in the partner- 
ship agreement was in wide terms — 
indeed, its words were wide enough to 
cover all the disputes and issues arising 
in the action — and if it stood alone the 
application to stay the legal proceedings 
should have succeeded. But under Sec- 
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Recent Legal Decisions 





Discussed by L. C. VOUMARD, B.a., LL.B 


tion 4 of the Arbitration Act 1950 (Eng.) 
(cf. Section 5 of the Arbitration Act, 
1958, Vic.) the court is given a wide 
discretion to stay proceedings. And, 
having regard to the nature of the relief 
claimed in the proceedings, including 
the fact that the plaintiff sought the 
dissolution of the partnership and the 
appointment of a receiver and manager, 
Roxburgh, J., decided to exercise his 
discretion against granting a stay. The 
issues between the parties involved 
matters which, in his view, would be 
more conveniently left in the hands of 
the court, rather than entrusted to an 
arbitrator. 


Defaulting Purchaser and Recovery of 
Deposit 


The Victorian case of Mallett v. 
Jones, (1959) A.L.R. 352, raised 
several points concerning misrepre- 
sentation, and the right of a pur- 
chaser of land whose default leads 
to the vendor rescinding the contract 
nevertheless, and notwithstanding 
his default, to recover a deposit 
paid by him. 


A contracted to purchase a dwelling 
house for £1900, on terms providing for 
payment of a deposit of £600, and for 
payment of the balance by weekly in- 
stalments of £6-10-0. He went into 
possession, but some six months later pur- 
ported to rescind the contract of sale on 
the ground that the vendor's agent, 
during the negotiations leading to the 
contract, had fraudulently represented to 
him that the land was free from flooding, 
and that such was not the case. The 
purchaser also went out of possession. 
and notified the vendor that he would not 
make any further weekly payments. Un- 
fortunately for him, so far as he sought 
to justify his actions by pointing to the 
fraud of the vendor’s agent, he failed, 
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(i.e., the purchaser’s purported rescission 
was ineffective) as it was found that he 
had previously affirmed the contract with 
full knowledge of the falsity of the repre- 
sentations. 


In his turn, the vendor then purported 
to rescind the contract because of the 
purchaser’s default in payment, and later 
on the land was re-sold for some £200 
less than the price at which A had 
originally agreed to buy it. 


On these facts, the purchaser then 
claimed damages for deceit from both 
the vendor and his agent. He also 
claimed to recover from the vendor the 
amount of the instalments paid by him, 
as well as his deposit of £600. The 
vendor, on the other hand, counter- 
claimed for damages in respect of the 
loss sustained on re-sale. 


The plaintiffs measure of damages 
was assessed as the difference in value 
between the price which he contracted 
to pay for the land and the fair value of 
the land at the date at which he got it. 
He was awarded £300 on this account. 
On his second claim, for the recovery 
of the instalments paid by him, he was 
also successful, at least in part, as he 
was held entitled to recover £91 odd out 
of the £163 claimed. Further, since the 
vendor’s counter-claim failed, the pur- 
chaser seemed to be winning all along 
the line. But the vendor was still in 
possession of the deposit of £600 already 
paid, and unless he could recover all or 
some of this the purchaser, notwith- 
standing his recovery of some £391, 
would still be the loser. 


And more difficulty arose over his 
claim for the return of the deposit. This 
claim depended on the provisions of 
Section 49(2) of the Property Law Act 
1928 (Vic.), which reads: “Where the 
court refuses to grant specific perform- 
ance of a contract, or in any action for 
the return of a deposit, the court may, 
if it thinks fit, order the repayment of 
any deposit.” It will be seen that the 
court has a discretion, and in the exercise 
of its discretion here it refused to order 
the return of the deposit to the purchaser. 
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The purchaser, with full knowledge of 
the falsity of the agent’s representations, 
had elected to affirm the contract, thus 
binding himself to perform it. His sub- 
sequent default in performance entitled 
the vendor to rescind, and this was done. 
There were, therefore, no special circum- 
stances which would warrant an order for 
the return of the deposit. True, the net 
result was that the purchaser, despite his 
success in other respects, stiil lost some 
money, but this was one of the risks he 
must be taken to have assumed by 
affirming the contract. 


Wrongful Dismissal 


In some circumstances a servant 
may be summarily dismissed for 
disobedience, and the fact that that 
dismissal is without notice does not 
give the servant a right of action for 
damages for wrongful dismissal. The 
difficulty, however, lies in deter- 
mining the answer to the question, 
for what kind of disobedience may 
the master summarily dismiss his 
servant? 


This question was considered by the 
Court of Appeal in Laws v. London 
Chronicle (Indicator Newspapers) Ltd. 


(1959) 2 All E.R. 285. In that case L, 
an employee of the defendant, had been 
present at an interview between the 
managing director of the defendant com- 
pany and the advertising manager, her 
immediate superior. At this interview, 
a most unpleasant situation developed, 
in that an unfortunate scene broke out 
between the advertising manager and the 
managing director. This culminated in 
the advertising manager wa'king out of 
the managing director’s room, and, out of 
a feeling of loyalty, L accompanied him. 
She did so despite an order from the 
managing director requiring her to stay 
in the room. 


For this disobedience L was summarily 
dismissed for misconduct, and when she 
sued for damages for wrongful dismissal. 
the defendant claimed that the dismissal 
on the ground of disobedience was 
justified. That raised the question, 
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whether a single act of disobedience is 
sufficient to justify summary dismissal. 
Lord Evershed, M.R., with whom the 
other members of the court agreed, 
pointed out that a contract of service is 
but one example of contracts in general, 
so that the general law of contract 
applied. If, therefore, summary dis- 
missal is claimed to be justified, it must 
be considered whether the servant’s 
conduct shows the servant to have dis- 
regarded the essential conditions of the 
contract of service. Usually, therefore, 
wilful disobedience of a lawful and 
reasonable order will justify dismissal, 
because it shows a complete disregard 
of a condition essential to the contract 


of service, namely, a condition that a 
servant must obey the proper orders of 
his master and that, unless he does so, 
the relationship 
mentally. 


is struck at funda- 


However, L’s single act of disobedience 
here was of a different character. She 
left the room in a situation which must 
have been embarrassing to her, and it 
could not be said that her conduct 
amounted to such a wilful disobedience 
of an order as to justify her employer in 
summarily dismissing her. Hence, the 
Court of Appeal refused to disturb the 
order of the court below awarding L 
damages for wrongful dismissal. 





REGISTER OF MEMBERS 


Australian Society of Accountants 


VICTORIA 


Provisional Associates: 
Harichandran, S. 

Associates: Adeney, G. B.; Bateman, J. C.; 
Clapham, R. E.; Hay, R.; Hine, E. J.; Hoh, 
K. T.; Jones, M. R.; Keays, W. B.; Kohlman, 
D. J.; Linehan, D. L.; Maclean, T. D.; Mason, 
J. J.; Slavin, L. J.; Sutton, A. J., Miss; Tyquin, 
K. E.; Videon, B. J. 

Fellow: Johnston, T.R. 

Advanced to Associate: Adena, A. W.; 
Dallimore, J. T.; Foo, M. F.; McLoghlin, R. 

Removed from Register: Deceased:— 
Belyea, E. G.; Little, R. G.; Read, A. G. 

Removed from Register: Resigned :— 
White, W. G. 


NEW SOUTH WALES 


Provisional Associates: Burgess, R. J.; 
Burke, D. C.; Cleary, W. A.; Hayes, E. F.; 
Newman, V. C.; Phegan, P.; Smart, V. L. 

Associates: Bailie-Mace, A. C.; Beverley, 
L. J.; Booth, M. B.; Daniel, D.; Davis, J. R.; 
Frewin, G. P.; Keserue, A. A.; Melville, R. M.; 
Wong. D. R.; Ying Sing, S. A. 

Advanced to Associate: Henderson, D. D.; 
Milasas, A. A.; McDermott, M. H.; Petering, 
!. F.; Simpson, W. F. N.; Steward, B. A. 

Advanced to Fellow: Minett, J. C.; Peat, 
. G. 

Removed from Register: Deceased:— 
MacKay, J. R.; Moore, H. W.; Pullen, W. G.; 
Sinclair, R. M. 

QUEENSLAND 

Provisional Associate: Khoo, B. S. 

Associates: Erricker, D. F.; Graham, A. J.; 
Hackett, J. L.; King, G. W.; Taschke, S. V.; 
Whaites, W. R. 


Gilbert, W. L.; 


The Australian Accountant, November, 1959. 


Advanced to Associate: O’Shea, D. P. 
Removed from Register: Deceased:— 
a. W.; Harvey, G.; Hughes, L. T.; Norris, 
+ 
WESTERN AUSTRALIA 
Associates: Hewitt, G. F.; Jessup, K.; 
Menkens, N. G.; Peerless, R. J.; Tunstill, J. 
W. G. 
SOUTH AUSTRALIA 


Advanced to Fellow: Seymour, F. S. 

Removed from Register: Deceased :— 
Williams, E. G. 
TASMANIA 


Associate: Robinson, V. J. 


7 


Australasian Institute of Cost 
Accountants 


VICTORIA 
Provisional Associates: 
Morwood, J. McD. 
Advanced to Associate: Rees, S. A. 
Removed from Register: Resigned :— 
Briggs, L. 
NEW SOUTH WALES 


Provisional Associate: Thomas, A. J. 

Associates: Blizard, C. K.; Daniels, A. K.; 
Ernst, K. G.; Hussey, A. E.; Marshall, D. A. 
W.: Robertson, C. C. A.; Steward, B. A. 

Advanced to Fellow: Barrett, R. A.; 
Sainsbury, H. L. 


WESTERN AUSTRALIA 


Wilson, B. R. 
Deceased :— 


Kane, J. F.; 


Advanced to Associate: 
Removed from Register: 
Kelly, B. W 


641 





The Probable Effects of Automation 
in the Office 


By W. H. JONES, a.a.s.a. 


Deputy General Manager, Kalamazoo (Aust.) Limited. 


This is the second of two papers delivered under the general heading, 
“The Impact of Automation on Accounting and the Economy” at the 
conference of the Newcastle Branch of the Australian Society of 


Accountants on 6 March, 


October issue. 


E amazing developments which 
have taken place during the past few 
years in the machines available for 
handling that evergrowing mountain of 
paperwork which has been a disturbing 
feature of modern business and adminis- 
tration provide far more powerful tools 
than those which we accountants have 
had available to us in the past. They will 
bring in their train major changes in 
organisation and in the manner in which 
the work of the office is carried out. We 
are duty-bound to give serious thought 
to these changes and to prepare our- 
selves to deal with the rapidly approach- 
ing new order. 


These developments are referred to as 
office automation. They include the elec- 
tronic computer, the high speed printer, 
the use of what has been called common 
language methods of communication 
between machines which enables certain 
machines to be operated automatically 
by the output of other machines, the use 
of electronics to make bookkeeping 
machines far more automatic, and 
machines capable of reading printed data. 
Their advent has already brought a 
growth in the use of office machines 
which was undreamt of a few years ago, 
and the time available for getting ready 
to live with these strange new inhabitants 
of the office is running out. 


As at June 1958, approximately 1,700 
electronic computers were in use in the 
U.S.A. and offices were waiting for the 
delivery of 3,000 more. In _ recent 
months at least eleven computers arrived 
in Australia and many more are on 
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1959. The first paper appeared in the 


order. Several have been installed in 
Newcastle and Wollongong. The office 
automation era is now with us and it is 
going to affect management, accountants, 
auditors, and office workers. It is bring- 
ing about important changes in the 
methods and organisation of office 
routines. 


With something new in which the 
air of mystery has not been dispelled by 
familiarity, there seems to be a tendency 
for us to develop fears and forebodings 
and to indulge in prophesies for which 
there is no sound logical basis. To help 
us keep our feet on the ground let us 
realise that the new machines cannot do 
anything which cannot be done already 
by other methods and that the changes 
which will result from office automation 
will stem from the simple fact that this 
modern equipment will enable the pro- 
cessing of data to be carried out at 
immensely greater speed. 


Office Automation and Management 


This new-found speed of handling 
information will have its impact on the 
methods, organisation and personnnel of 
management. 


The capital cost of the new equipment 
and its great capacity for work will 
probably stem the trend towards decen- 
tralisation of control, and while decen- 
tralisation of operations will still take 
place, the tendency may well be for 
control to operate from the location at 
which the control data is being pro- 
cessed. 
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More and better data will be avail- 
able to management for control purposes 
and it will be more up-to-date, and, 
consequently, more usable, so increasing 
the possibility of scientific management 
or management based more upon know- 
ledge and less upon “hunch”. Some- 
one has said that electronic methods 
will separate the men from the boys in 
the management field. 


The more ready availability of control 
data will be accompanied by greater 
facilities for its statistical and mathemati- 
cal treatment for purposes of decision 
making. Much thought is being given 
today to the use of statistical and mathe- 
matical methods for solving managerial 
problems and we hear and read a lot 
of what is now called “operations re- 
search”. Perhaps the help which the 
new types of equipment can give to these 
methods will hasten the day when 
academically trained research men will 
form an important part of the manage- 
ment group. 


At the lower levels of management 
many decisions will be made automatic- 
ally and management “by exceptions” 
will become a reality. For example, 
what to buy, and when and in what 
quantities, in order to maintain the opti- 
mum inventory may well be determined 
regularly and automatically by the com- 
puter, and the decisions will be based 
upon the most up-to-date information. 


Effect on Accounting and Office 

Methods 

The changes which will take place in 
the accounting and recording methods 
of any individual office will, of course, 
depend upon the extent of automation 
applied or, in other words, the nature 
of the equipment used. 


Our accustomed procedures and types 
of records have been dictated by the 
means available for the achievement of 
our accounting requirements. 


We shall need sufficient vision to 
accept completely new procedures and to 
realise that the ledgers and other records 
Which have been the heart of our 
accounting were only means to achieve 
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our accounting ends and not an end in 
themselves. 


Some of these records will disappear 
because of the capacity of the new 
machines te go direct to the end result. 
The major purpose of our stores ledger 
accounts is to show the balances of com- 
modities on hand, or which should be on 
hand, for the guidance of these whose 
job it is to see that the inventory is main- 
tained at proper levels and to exercise 
control over the asset represented by 
stocks. A computer can up-date these 
balances while it is processing the indi- 
vidual transactions and so make unneces- 
sary, at least for the purposes we have 
mentioned, the maintenance of detailed 
posted stores accounts. Another example 
of records which may be eliminated is 
the employees’ earnings records which 
have had to be maintained to provide tax 
certificates. The modern computer can, 
while it is calculating each man’s pay, 
add his earnings, tax deduction, and 
allowable deductions (such as _ super- 
annuation) to his previous accumulated 
totals, and so bring the figures up-to-date. 
The figures required for tax certificate 
purposes will, therefore, be available 
immediately the last payroll of the year 
has been completed without the task of 
posting, adding and balancing earnings 
records. 


Other types of ledgers in the future 
may well exist only in the form of 
punched cards or tape. Punched card 
methods have already eliminated posted 
consumers’ accounts in many public 
utilities. 

Many other records established to pro- 
vide needed analyses will disappear be- 
cause the machines will be able to supply 
the dissection required as a by-product of 
the main processing. For example, some 
forms of sales analysis (say analysis by 
departments or by sales-tax class) may 
be carried out simultaneously with the 
invoicing process. 


Because of the power of machines to 
carry out a number of functions simul- 
taneously and the tendency which will 
arise for integration of departments and 
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of records, changes will be required in 
the form of many prime documents. In 
some cases it will be necessary to report 
all associated facts on the one report 
form. For example, it may be found 
that the processing plans call for job 
time and production records to be com- 
bined so that both types of information 
may be translated into machine language 
in a connected form. 


Current developments indicate that 
some basic data may be reported auto- 
matically in punched card or tape form 
so that they will be immediately avail- 
able for use in the data processing equip- 
ment. 


At present the extent to which we 
analyse operational data is limited be- 
cause of the clerical cost incurred by 
further analysis. This limiting factor will 
be reduced and, as a consequence, it may 
be found advantageous to prepare some 
accounting reports in greater detail. 


It will be possible to prepare some 
accounting reports containing important 
control figures more frequently and with 
more up-to-date information. For vital 
figures, it would be possible to submit 
daily instead of, say, monthly statements. 


On the other hand, some existing 
reports will become unnecessary because 
of the capacity of machines to identify 
and signal items requiring action—an 
example of control by exceptions. The 
comparing facility of a computer will 
enable it to automatically indicate such 
things as overdue accounts, dormant 
accounts, stock items needing replenish- 
ment, stock items whose “book” balance 
disagrees with the actual stock, expendi- 
ture items exceeding estimates or the 
posting of “stopped” cheques. 


Instances will be found where existing 
reports can now more readily, be com- 
bined with advantage. Financial account- 
ing reports may be integrated with 
operational reports, partly because the 
whole of the basic data will be flowing 
through the one data processing centre. 


Facility for the automatic comparing 
of data and for making calculations may 
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mean that the accountant’s reports will 
be more replete with ratios and other 
forms of comparison. 


Changes in Organisation and the 
Office Staff 


The systems man designing methods 
for utilising the new equipment soon 
finds that the dividing lines between 
office departments become hazy, and 
that electronic data processing has the 
power to cut completely across depart- 
mental lines. 


The ability of data processing to serve 
business administration and operation 
calls for a new concept of business 
organisation as much of the clerical work 
carried out in operating departments 
must be transferred to the data process- 
ing centre. For example, there will be a 
consolidation of accounting and produc- 
tion files. 


This channeling of the flow of all 
data to a focal point in a data process- 
ing hub or core will require full co- 
operation between all departments in- 
volved in the initiation of data or using 
the centre’s output of manufacturing, 
marketing and financial information. 
Management should be prepared to cope 
with any problem of possible conflict 
between departments and among per- 
sonnel. 


This centralisation will apply also to 
branch records and less clerical work will 
be performed in the branches. Here, in 
Newcastle, there is an excellent example 
of the centralisation of one organisation’s 
sundry debtor records for the whole of 
Australia. Some fear that this form of 
centralisation will reduce the records 
available to branch offices and thereby 
impair to some degree the service avail- 
able to customers. This is not an in- 
soluble problem and speed of processing 
may to a large degree offset any tem- 
porary inconvenience. 


Someone has asked the question “Why 
restrict integrated data processing to 
internal company routines?”, and the 
time may well come when large volume 
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transactions between companies are 
handled on a basis that constitutes record 
integration. Indeed, the airlines in 
America and the airplane manufacturers 
have already commenced on a plan for 
an integrated procurement data system, 
and there is talk of inter-bank automa- 
tion in which transactions now com- 
pleted in paper form may be converted 
to common language form. 


Small offices might combine forces 
to enable them to obtain the advantages 
of modern methods or they might make 
use of central bureaux to this end. 


For those able to justify its use 
economically automation will result in 
the elimination of much, if not all, of 
the drudgery of the office—the writing up 
of various journals, the posting of ledgers, 
the extending of job time records and 
material requisitions, the calculation of 
payrolls, the extraction of balances, end- 
less listing, summarising and analysing, 
and not least of all, the eternal hunt for 
errors. 


This will ultimately reduce the size 
of the office staff and stem the dispro- 
portionate growth in paper work which 
has been a disturbing feature of pro- 
gress in recent years. 


It is essential that a thorough study 
be made of the functions which will have 
to be performed in the new type of office 
so that the right type of person and the 
best form of training for each of these 
functions can be determined. Quality 
of staff and effective training are both 
going to be of more consequence than 
hitherto. People will still be more 
important than machines—“it’s not the 
computer standing in the nice computer 
room, it’s not the flow chart on the wall, 
but it’s the human endeavour behind it 
that counts”. 


It is likely that the lower levels of 
staff handling original data and prepar- 
ing it as input may need to be of a 
higher quality than that to which we may 
have been accustomed because of the 
greater need for accuracy. At the super- 
visory level organising ability will be a 
prime requirement. 
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It will be necessary to be aware of 
the danger of having the operation of the 
office dependent upon a few people— 
there may be a tendency for more indi- 
viduals to be key personnel than in the 
past, and proper steps should be taken 
to offset the consequent danger. 


The focusing of all data processing at 
one point and the servicing of all sec- 
tions of the business from this centre 
creates the need for proper planning and 
control of the flow of work. Machine 
operation and the output of the various 
statements and reports to be produced 
will need a degree of scheduling which in 
the past has been more typical of the 
factory than the office. The new 
machines have a vast appetite for work 
but the amount of work which will be 
achieved and the return on the capital 
cost involved is going to depend, to a 
large extent, on the application of what 
the manufacturing section of the organ- 
isation would call production, planning 
and scheduling methods. 


The Effect on the Accountant 


The aspects of automation already 
dealt with are of real concern to the 
accountant, but in addition it is necessary 
to consider just what effect automation 
will have on his most important profes- 
sional function—the analysis and inter- 
pretation of business data for the pur- 
poses of managerial control. 


Into his hands can now be put more 
powerful tools than ever before and this 
should result in him being able to give 
management a still better service. 


The limitations on the collection of 
data and the degree of analysis carried 
out which have been imposed by the cost 
involved will, at least to some degree, 
disappear, and therefore the amount of 
usable information provided by the 
accounting system can increase. Further- 
more, more accurate methods of gather- 
ing data, of making allocations, etc., 
should be possible. 


With the advent of automation the 
accountant with the vision to see the 
contribution he can and should make to 
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the operating efficiency of the business 
can look forward to being freed from 
many of the mundane but necessary 
duties which he has had to carry out in 
connection with record keeping. He will 
be able to devote more time and con- 
sideration to his truly professional work 
and the more important accounting prob- 
lems. 


The Auditor’s Concern with Automation 


No doubt many accountants are par- 
ticularly interested in the effect which 
office automation has on the auditor’s 
work. The development of audit pro- 
grammes which will provide adequate 
checks on the work of the highly mechan- 
ised office is going to require a lot of 
thought and a knowledge of the specific 
forms of mechanisation used by clients. 


Much has already been written about 
auditing and automatic data processing. 
The Journal of Accountancy for Novem- 
ber, 1958 lists and describes 22 books, 
pamphlets and articles on the matter. 


The auditor will be quick to realise 
that the possibility of human error will 
progressively decrease as the degree of 
mechanisation increases and that today’s 
data processing machines will produce 
far more accurate results than human 
efforts. This comes not only from the 
greater reliability of machine methods 
but also from the fact that the machines 
incorporate some degree of self-checking. 
For example, computer programmes can 
include steps for carrying out checking 


operations on the calculations performed 
while checking of the reading of the data 
input and of the output results may be 
inbuilt in the machine as also may be 
checks on the accuracy of the internal 
transfers of data. Another example is the 
self-checking of additions by the latest 
types of punched card tabulators and the 
automatic checking of the accuracy of 
the punching of summary cards. 


On the other hand, the auditor must 
take notice of the fact that there will be 
a breaking down of the independence 
between operating, accounting and cus- 
todian departments which has been con- 
sidered good organisation from an audit- 
ing standpoint, and that it will be much 
more difficult to provide for that division 
of duties and responsibilities which re- 
quires collusion before there can be falsi- 
fication. 


To meet the new situation, the auditor 
will need to have amongst other things, 
a detailed knowledge of the system in use 
and a considerable knowledge of the 
equipment itself so that he will be in a 
position to know how test transactions 
can be run, how accuracy checks may be 
used in the system, and the feasibility 
or otherwise of special runs for audit 
purposes. The day may even come when 
the auditor will have to have a know- 
ledge of the art of computer program- 
ming. 


The auditor’s responsibilities remain 
unchanged, but his techniques will have 
to be adapted to the new age. 





MACHINE ACCOUNTING 


In a paper entitled “Mark-Sense Cards 
for Labour and Material Distribution”. 
in The Controller, June, Kermit M. Pen- 
nington outlines the way in which one 
unit in the petroleum industry employs 
the original record for complete machine 
processing of data without further hand 
work. The author expresses the opinion 
that increased research into methods of 
preparing original documents intended 
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to be processed mechanically or electro- 
nically, can return handsome dividends. 


Those who are thinking cf installing 
office machines, but who are doubtful as 
to the type of machine to employ or the 
firm from which such machines should 
be purchased, may be helped by an 
article on “The Use of Office Machine 
Equipment” by John M. Burn in the 
April issue of The Canadian Chartered 
Accountant. 
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Overseas Journals 


Current Problems Discussed in 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne. 


Accounting History 


In “Accounting by the Ancients”, an 
article in The Accountant, 9 May, Ken- 
neth S. Most suggests that accounting has 
flourished in those countries which pros- 
pered economically, and illustrates his 
point by citation of accounting practices 
among ancient Sumerians, Babylonians, 
Egyptians, Greeks and Romans. 


Budgeting and Cost Control 


In The Controller for May, in a paper 
entitled “Variable Budgets—Theory and 
Practice”, I. Featherstone describes how 
one manufacturer relates costs to speci- 
fied volume levels for effective variable 
budgeting. One item of overhead—in- 
direct labour—is dealt with in detail; in 
addition, there is a somewhat broad pre- 
sentation of principles, methods and 
techniques. 


Electronic Data Processing 


L. P. Guidi and P. J. Gutierrez, writing 
on “Material Control in an Electronic 
Production Control System”, N.A.A. 
Bulletin, May, describe how it has taken 
since 1952 for the various facets of 
material control to be installed and 
related to each other and to be incor- 
porated into a production control system 
helpful to operators, engineering and 
accounting. 


Hire Purchase 


“The Use of Hire-Purchase in In- 
dustry” is the title of an article by P. J. 
Greaves in The Accountant, 16 May, in 
which the author reviews the principal 
characteristics of hire purchase not only 
% a means of financing the acquisition of 
capital goods and the sale of com- 
modities but also as a means of temporary 
vestment of surplus liquid resources. 


The Australian Accountant, November, 1959. 


Internal Auditing 


Lloyd E. Bell, writing in The Accoun- 
tant, 30 May, on “Management Looks 
at Internal Audit”, examines the extent 
to which internal audit can and should 
be developed in its functional role to give 
greater breadth and depth to its service 
to management. 


Investment 


The relative advantages and disadvan- 
tages of investment trusts and unit trusts 
are considered by a contributor to The 
Accountant, 16 May, under the title 
“Unit and Investment Trusts”. 


Machine Accounting 


The practicability of public accoun- 
tants’ utilising machine accounting for 
small clients is discussed by Donald A. 
Schwartz in “Punched Tape Accounting 
for Smaller Business”, an article appear- 
ing in The Journal of Accountancy, May. 
If the practitioner has a tape adding 
machine and uses a service bureau for 
processing, punched card accounting can 
be used to serve even the very smallest 
concerns. The author shows how entries 
are made on the tape and describes some 
of the applications of punched tape ac- 
counting to payrolls, accounts receivable 
and audit work. 


“Production Control” is the title of an 
article in The Accountant, 23 May, which 
describes an actual installation of Sensi- 
matic accounting machines in an en- 
gineering business manufacturing stan- 
dard lines. It operates to provide the 
information required for a programme to 
ensure that adequate material is available 
for production after it has been decided 
what to make, when to make it and what 
machines to make it on. 


In the same issue an article entitled 
“The Unit Plan of Posting” describes a 





647 





recent clevelopment in the modern trend 
towards providing at the same time the 
original document and the maximum of 
subsidiary entries. This procedure com- 
pletes all the hard copy records, all the 
calculations and “captures” required in- 
formation on to punched paper tape or 
card in one operation. 


Management Accounting 


A strong plea for the revision of the 
view sometimes held of cost accounting 
as being concerned with the past to a view 
of cost accounting as being concerned 
with the present and future is made by 
E. A. Lowe in Accountancy, April. He 
supports this plea with a number of 
illustrations and concludes by suggesting 
that the two main accounting needs of 
management are “a system which is 
flexible as regards the cost figures that 
are readily available’ and “greater 
recognition of the many concepts of cost”. 


The April issue of The Chartered 
Accountant (India) includes an interest- 
ing note on the report of a team of mem- 
bers of the Institute of Chartered 
Accountants of India. With financial 
assistance from the Ford Foundation, 
they visited the U.S.A. to study account- 
ing practices followed in that country 
with particular reference to management 
accounting. The report suggests that the 
basic principle of management accounting 
may be called the concept of “Promise 
and Performance”. Under the main head- 
ing of management accounting a distinc- 
tion is made _ between “ownership 
accounting’ and “operational account- 
ing”. Particular mention is also made of 
the system of uniform accounting within 
an industry. 


In an article entitled “Paving the Way 
for Management Accountancy” in the 
Accountants’ Journal (U.K.), April, Alan 
Kershaw discusses the problem of arous- 
ing clients’ interest in better accounts in 
cases where the client is not interested 
because of lack of appreciation of the 
possible benefits. He suggests a line of 
approach to improve existing financial 
records and suggests many ways in which 
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simple improvements may show con- 
siderable benefits. 


The May issue of The Controller con- 
tains a paper by Wayne A. Arthur 
entitled “Basic Cost Accounting for 
Managerial Control”. In this paper the 
author describes how an expanding com- 
pany in the electronics field completely 
reorganised its accounting system. One 
of the principal features of this case lies 
in adoption of unusual accounting pro- 
cedures, chiefly because of the company’s 
unique production methods. 


P. N. Herrmann, “A Case in Measure- 
ment of Productivity Changes”, N.A.A. 
Bulletin, May, describes the application 
of “productivity accounting” to a com- 
pany and develops a productivity state- 
ment which shows the effect of both 
productivity and price level changes on 
the results of the years compared. 


Plant Layout 

Machines are not always economically 
arranged for the volume of production 
required from them. In the N.A.A. 
Bulletin, May, N. L. Schmeihel, “Plant 
Layout Revision—Project Planning and 
Cost Considerations”, gives the outlines 
of a programme for assembling layout 
revision plans, and testing these plans for 
economy and their effect on the financial 
statements. 


Profit Planning 


In the N.A.A. Bulletin, May, C. F. 
Day, “ ‘Shadow Prices’ for Evaluating 
Uses of Available Alternative Capacity” 
offers a combined formula-and-graph 
approach to disclose the most profitable 
product mix and the effects of changing 
the capacity of facilities in particular pro- 
cessing areas. 


Return on Investment 


In the May issue of the Accountants 
Journal (U.K.) Mr. A. H. Taylor, in aa 
article entitled “The Profitability of 
Assets”, discusses the problem involved 
in using the percentage that profit bears 
to “capital employed”. He points out 
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that many misunderstandings arise 
through the use of profit percentage to 
shareholders’ funds as a measure of the 
efficiency with which a management has 
used its resources, because this measure 
depends on the ratio of internal to ex- 
ternal finance. 


Use of the rate-of-return method is 
advocated by P. A. Laederach in “‘Apply- 
ing Sound Principles to Equipment Re- 
placement Practice’, N.A.A. Bulletin, 
April. 


Small Business 


The prize-winning entry in the compe- 
tition for “The Accounts of a Small 
Garage”’ recently conducted by the New 
Zealand Society of Accountants is pub- 
lished in the March and subsequent issues 
of The Accountants’ Journal (N.Z.). In 
Part 1, March, the winner of the compe- 
tition, Mr. F. V. Noble-Beasley, presents 
an analysis of the problem and a check- 
list of the requirements of an accounting 
system suitable for a small garage, and 
describes, with several full-page illustra- 
tions, the forms and procedure necessary 
to account for workshop activities and the 
payroll. Part 2 appears in the April issue. 
In this part the author presents, with 
illustrations of forms, the procedures for 
accounting for sales. 


Standard Costing 


“Effective Understanding and Utiliza- 
tion of Standard Costs” is the title of an 
article by Donald C. Brabston in The 
Journal of Accountancy, May. The 
author is of the opinion that the objectives 
and operation of a standard cost system 
should be understood by all personnel 
concerned before it is installed; he 
enumerates a number of points which 
should be discussed at this stage. After 
giving a number of illustrations of the 
use and advantages of standard costs for 
a variety of businesses, he concludes that 
they can, where appropriate, be the best 
tool of the accountant for furnishing 
Management with prompt and accurate 
information. 
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The Controller, April, contains a paper 
by George W. Frank entitled “a Simpli- 
fied Stanard Cost System for a Con- 
tinuous-Process Operation”. This is an 
account of an actual operation, describ- 
ing how the firm in question, a leader in 
its field, installed, and used successfully, 
standard costs for one of its many pro- 
ducts. The objects of the system were to 
increase the cost-consciouness of its 
operating supervisors and to decrease 
production costs. In this case, both 
objectives were accomplished. 


Management Accounting 


“It is not until after the cycle has 
passed that it becomes obvious that the 
errors made during the boom are the 
principal causes of losses incurred in the 
depression.” This fact, says Pieter 
Bakker, in an article entitled “Long and 
Short-Range Planning”, in the May issue 
of The Canadian Chartered Accountant, 
shows that planning and budgeting should 
begin with plans covering several years, 
providing a basis for short-term plans 
and the conducting of the business in 
general. Under the heading — Analysis 
of Performance he emphasises the 
need to analyse favourable as_ well 
as unfavourable variances. Favcurable 
variances could lead to a change in long- 
term planning in order to take advantage 
of economies now becoming available. 








Addresses of Journals referred to Above 


The Accountant—27 Basinghall Street, London, 
E.C.2. 


Cost and Management—31 Walnut Street, South, 
Hamilton, Ontario, Canada. 

The Journal of Accountancy—270 Madison 
Avenue, New York 16, N.Y. 

N.A.A. Bulletin—505 Park Avenue, New York 
22, N.Y. 


The Cost Accountant—63 Portland Place, 


London, W.1. 

The Controller—2 Park Avenue, New York 16, 
N.Y 

The Accountants’ Journal (U.K.)—22 Bedford 
Square, London, W.C.1. 


New York Certified Public Accountant—677 
Fifth Avenue, New York 22, N.Y 


The Journal of Accountancy—270 
Avenue, New York 16, N.Y. 


The Accountants’ Journal (N.Z.)—86 Lambton 


Madison 


( 
Quay, Wellington, C.1., N.Z 
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Discounted Cash Flow 


Method of Assessing Economics of Capital Expenditure 
and Fixing of Selling Prices. 


ONSIDERABLE interest has been 
aroused by the articles, “Appli- 
cation of Discounted Cash Flow 
Techniques for the Determination of 
Contract Price” by I. D. Fuller 
and “Bases for Capital Expenditure 
Decisions” by K. A. Middleton which 
appeared in the July and May, 1959 
issues respectively of “The Aust- 
ralian Accountant”. These articles 
have prompted T. R. Russell, B.Ec., 
Dip.Com., F.A.S.A., A.C.A.A. to 
contribute the following comments. 


HAVE read, with a good deal of 

interest, the article by Mr. I. D. 
Fuller, (The Australian Accountant, July, 
1959). The economics of capital ex- 
penditure and the discounted cash flow 
method of examining capital proposals 
are most important, and Messrs. Fuller 
and Middleton, are to be commended for 
drawing attention to these matters. 


In considering the discounted cash 
flow method, it is important to be clear 
on the objective in view in using such 
method. Mr. Middleton has used the 
method to compare the economics of 
two alternative capital projects, which 
have different lives (apart from other 
variables). In Mr. Fuller’s study, the 
method is being used to fix a selling 
price — which is quite a different matter. 
It seems that Mr. Fuller is attempting to 
allow for the rate of return on “surplus” 
cash “flowing” in the business by using 
the “return” obtained on such cash to 
“discount” the selling price. This is a 
most desirable objective, particularly if 
the selling price must be fixed having 
regard to competition, But in such cir- 
cumstances, I believe that additional 
refinements must be made to Mr. Fuller’s 
assessment. 
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As a contribution to the discussion, 
the following notes represent another 
approach to Case I. prepared by Mr. 
Fuller. (The same reasoning can, of 
course, be applied to his Case II.) 


In order to arrange the problem in 
perspective, the following calculation 
shows the unit price that would be 
applicable on a simple interest basis and 
ignoring entirely the question of “surplus 
cash flow” during the period of the 
contract: 


Capital employed . £75,000 
“Cost” of capital per annum (15% 
per annum) — .... £11,250 


Incremental costs, £240,000 (30,000 x £8) 
Therefore, selling price must return:— 








(a) £75,000 £75,000 
(b) 3 x £11,250 33,750 
(c) 240,000 
348,750 

Less Residual value of assets 45,000 
£303,750 





Therefore, selling price = 303,750 


30,000 
= £10/2/6 each unit. 


The discounted cash flow approach 
assumes, (and quite rightly so), that 
prior to the end of the third year, there 
is cash available, (that is, cash flowing) 
each year, over and above the incre- 
mental costs of the project. For example, 
during the first year, the position would 
be as follows:— 


10,000 units at £10/2/6 = £101,250 
Less required for incremental costs 80,000 
“Surplus” £21,250 





Of this amount, £11,250 would be 
required at the end of the year to meet 
the interest payment on the £75,000 
capital investment (assuming that the 
15% return on capital is, in fact, interest 


The Australian Accountant, November, 1959 








a a ie ek 


ee) 
— me 


cs > 


T 








ire 


on, 
her 


of 


ion 


lus 
the 


250 
£8) 


S 


750 


1s 


750 


750 


~~ ~~ 
2|ss 
o So 


2 Sks | 


wa 
=] 








or dividend and is paid annually). This 
means that £10,000 per annum is avail- 
able for use (“‘re-investment”) until the 
end of the third year. It would be 
reasonable to assume that the £10,000 
accumulates in twelve equal monthly in- 
stalments throughout the year, that is 
£833.33 per month. The £11,250 is 
not required until the end of the year, 
but it can likewise be assumed that such 
amount accumulates in equal monthly in- 
stalments throughout the year, (£937.5 
per month), and for each of the three 
separate years. All interest earnings 
over and above the principal are available 
in reduction of the maximum theoretical 
selling price of £10/2/6. Two com- 
poundings result: — 

(a) £833.33 for thirty-six periods at 15% per 
annum (1%% per month). Therefore, 
833.33 x 45.115506 (amount of im- 
mediate annuity of £1 per annum) 

£37,596.104. 

(b) £937.5 for twelve periods at 15% per 
annum (144% per month) £937.5 x 
12.860361 — £12,056.588. 

For three years £12,056.588 x 3 


= £36,169.764. 
Total Interest earned on cash 
flow = (a) £37,596.104 
plus (b) 36,169.764 
73,765.868 


Less Principal (3 x 21250) 63,750.000 


Therefore, Interest earned £ 10,015.868 
Present value of £10,015.868 due three years 
hence at 15% assuming monthly rests - 
£6,404.236. Therefore, 6,404.236 





30,000 (Units) 


4/3.2 per unit. 


Therefore, £10 2 6 
- 4 32 
True selling price after allow- 
ing for cash flow £9 18 2.8 





This selling price can be easily verified. As 
Stated at the commencement of this article, 
the gross total return must be £348,750. 


Therefore, 30,000 units at 


£9/18/2.8 £297,350 
Plus Residual value of assets 45,000 
Plus Interest earned from cash 
flow (see above) (Present 
Value) 6,404 
£348,754 


(£4 adjustment) 
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It is obvicus that the chief reason for 
the difference in my calculated unit price 
and the price calculated by Mr. Fuller is 
that Mr. Fuller’s method assumes yearly 
rests on interest earned. But I believe 
that my assumption is more compatible 
with the basic premises of the discounted 
cash flow method. If “surplus” cash is 
“flowing”, then perhaps daily rests are 
even more logical. But from a com- 
mercial business point of view, monthly 
rests are probably more realistic. 


Another feature of the discounted cash 
flow method, as examined by Mr. Fuller, 
is the assumption that the use of surplus 
cash will return 15% per annum, that is, 
the same as the cost of obtaining the 
principal capital sum in the first place. 
But can 15% return be achieved within 
the circumstances of the firm over three 
years in the case we are considering? 
One might suggest that it could be in- 
vested in the business to avoid a 15% 
interest cost on another project, assuming 
the other project would provide the 
surplus to redeem the capital debt on the 
first project. And so on indefinitely. 
But this assumption is unrealistic. We 
are here concerned with one project and 
the fixing of a selling price. Therefore, 
I feel that the assumption of a 15% 
return is too high. If a company is 
operating an overdraft, then the rate of 
return would be the overdraft rate, say 
6%. (Mr. Fuller refers to this point in 
his footnote 5.) 

Finally, a somewhat simpler method 


to that adopted by Mr. Fuller to obtain 
his selling price of £9-19-9 is as follows: 





Initial capital employed £75,000 
Less Residual value of assets 45,000 
Net capital “eroded” £30,000 
Therefore 30,000 £13,139 
2.2832251(a) 

Plus simple interest on £45,000 at 
15% per annum 6,750 
£19,889 
—- 10,000 (per unit) 1.988 
Plus £8 incremental cost 8,000 
Selling price: £9.988 








(a) = Present value of an immediate an- 
nuity of £1 per annum for three years 
at 15%. 


(On a monthly rest basis, the unit selling 
price would be £9/18/5.5). 


My comments on Mr. Fuller’s articles 
are submitted entirely in respect of his 
approach to the fixing of a selling price 
by using the discounted cash flow 
method. I have no serious criticism 
against using the method for considering 
the economics of alternative projects, (as 
so ably discussed by Mr. Middleton in 
the May, 1959 issue of the journal). It 
is the soundest way of evaluating the 
economics of alternative projects. 


An extension of the principle is the 
“perpetuity” examination of the purchase 
and replacement of fixed assets, with an 
appropriate allowance, (that is, dis- 
count), for the remaining life of an 
existing asset. 


Take the following problem. An 
existing asset (original cost £8,000) has 
a useful remaining life of five years 
(with ordinary maintenance). To re- 
place it would cost £8,000 and the 
replacement has an estimated economic 
life of twelve years. The replacement 
would be purchased from funds “costing” 
8%. Find the cost per annum in per- 
petuity for the proposal. 


Therefore, 
8000 


x .680583 (b) £722.479 


7.536078(a) 


Present value of immediate an- 
nuity of £1 per annum at 8%. 
(b) = Present value of a single sum of 
£1 at 8%. 


(a) = 


If no allowance is made for remaining 
life, the capital cost of replacement 
per annum becomes £1061.560 (8,000 
divided by 7.536078) i.e. a difference 
of £339.081. The £339 per annum then 
becomes the guiding fact as to whether 
the asset is replaced now or in five years’ 
time. If £339 plus can be avoided, (for 
example, by maintenance cost savings, a 
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reduction in production costs per unit 
due to the use of a more modem 
machine, by obtaining a higher residual 
value today than in five years’ time, but 
converted to the equivalent per annum 
perpetuity value), then an economic pro- 
position is apparent. 


The problem can be approached 
another way. The principal sum re- 
quired to install a new asset costing 
£8,000, and replace it each twelve years 
in perpetuity is £13,269.5. This figure 
can be obtained in two ways: 


(1) » 4 


1 — 1 
(di + in 


Using method (1), the calculation is as 


follows: — 
8000 


2.518170 
13269.5 


Of the £13,269.5, £8,000 is spent 
now, and the balance of £5,269.5, in- 
vested at 8% for twelve years, will 
amount to £13,269.5, when the cycle is 
recommenced. If the remaining life of 
the existing asset is allowed for (that is, 
five years), the principal sum is reduced 
to £9,031, that is, £9,031 invested today 
will produce £13,269.5 in five years’ 
time. The difference in the principal 
sums is £4,238.5 (13,269.5 — 9031.0). 
The value per annum in perpetuity of 
£4,238.5 is merely the interest factor, 
that is (4,238.5 x 8 divided by 100) = 
£339.08 — which agrees with the cal- 
culation shown above. 


The alternative approach is sometimes 
referred to as the “Capitalised Cost” 
concept. 


The Australian Accountant, November, 1959. 





NEWS AND NOTES 


Australian Society of 
Accountants 


WESTERN AUSTRALIA 


First Week-End Convention 


The seaside town of Bunbury proved a 
happy choice for the first week-end convention 
organised by the Western Australian Division 
of the Society held on 19 and 20 September. 
A splendid attendance of 94 members and 
friends included several members from as far 
away as Kalgoorlie and Albany. 


The theme of the Convention “Accounting 
for Management” provided an opportunity for 
the presentation of two papers entitled “What 
Management Expects from the Accountant” 
and “The Role of the Accountant in Govern- 
ment Management”. 


In officially opening the convention, the 
Hon. C. W. Court, O.B.E., F.A.S.A., Minister 
for Industrial Development, Railways, and 
North-West in the State Government, con- 
gratulated the Society on its initiative and 
enterprise in arranging the convention and in 
particular on holding it at Bunbury. In 
addition to the benefit that would be gained 
through members meeting under very pleasant 
conditions, the convention would do much to 
increase the prestige of Society members in 
the South-West area. It should be a source 





Australian Society of Accountants 


INCREASE IN SUBSCRIPTIONS 


THE Society is continually growing in 

strength and influence. To cope with 
greater numbers, normal services, such as 
technical meetings, library facilities and pub- 
lications have been progressively enlarged. 
To assist members with their increasing re- 
sponsibilities in a rapidly changing economy, 
further technical services, such as regional 
and national conventions, technical bulletins 
and statements on accounting practice, have 
been provided. 


Along with the need to extend existing 
activities and to provide additional ones, the 
Society has been faced with continually ris- 
ing costs. By careful management of its 
financial resources, deficits have been avoided. 
The gap, however, between income and ex- 
penditure has been gradually closing. With 
further increased costs ahead, particularly in 
respect of postage and telephone charges, 
tent of office accommodation and staff salar- 
ies, future deficits will be unavoidable with- 
out either a curtailment of activities or an 
increase in subscriptions. Rather than con- 
template any curtailment of the existing range 
of activities, General Council feels that it 
should press on with the tasks of promoting 
the interests of members and their profes- 
sional standing in the community. It has, 
therefore, decided that rates of subscriptions 
should be increased by £1/1/——as from 
1 January, 1960. The new rates will, there- 
fore, be as follows:— 


Fellows £5 5 0 
Associates and  Provi- 
sional Associates ... ... £4 4 0 


Members on the Separate 
List ; . 3.4 


The Australian Accountant, November, 1959. 


Apart from an increase of 10/6 made in 
1956, rates of subscriptions have remained 
unchanged since the formation of the Society 
in 1952. Moreover, the rates now fixed will 
be found to be extremely moderate in com- 
parison with those charged by other pro- 
fessional organisations. A further comparison 
which may be made is that the annual sub- 
scription payable by Associates of former 
bodies in 1939 was £2/2/0 


The profession generally, and the Society 
in particular, have already demonstrated 
great versatility and vigour. General Council 
feels, however, that much remains to be 
done. To plan adequately and confidently 
for the future, it must be assured that the 
necessary financial resources will be avail- 
able. In particular, it sees the need for greater 
concentration of effort on the advancement 
of the techniques of accounting by means of 
technical ney and research and for the 
promotion of the public relations of the pro- 
fession. Next year the Society will incur con 
siderable expense on the Asian and Pacific 
Accounting Convention. This will be fol- 
lowed by ether projects of comparable magni- 
tude, such as a survey of accountancy educa- 
tion and further visits of overseas lecturers. 
In addition, the Society should be making 
more adequate provision for the acquisition 
of premises of its own in various States. All 
this involves additional expenditure. In the 
process, however, members will be better 
served and their standing in the community 
will be enhanced. 


R. F. BUTT, 
President. 


Melbourne, 6 November, 1959. 








of great encouragement to members of the 
Bunbury Branch of the Society. 


On behalf of the Government, Mr. Court 
expressed appreciation of the theme chosen 
for the Convention. He said that it was an 
apt subject for discussion by the profession at 
this stage of Western Australia’s history, when 
the State was marshalling its forces to develop 
its industrial potential. 


He said the accountant was in close touch 
with management and had a role to play in 
the task confronting the State in its drive for 
industrial expansion. He suggested that the 
accountant could help to achieve this by 
presenting information to management to 
demonstrate the effect on costs and profits if 
new markets were tapped. Accouatants could 
also help to demonstrate the sound investment 
in re-organisation to produce new techniques 





of manufacture and selling, and to indicate 
the wisdom of expansion and progress as the 
best form of industrial and’ commercial in- 
surance in preference to a “mark time” policy, 
which means absorption or extinction. 

Mr. Court pointed out that the basic task 
of accounting is to facilitate management and 
this can be achieved by an imaginative, yet 
constructive and positive approach to the pre- 
paration and presentation of in‘ormation, and 
by accuracy, promptness, adaptability, simp- 
licity and clarity. 

He went on to say that the “rash” of take- 
over bids had put management and directorates 
“on their toes”. “In these days of ‘bigness’ — 
both in industry and international affairs — 
you cannot expect to lock yourself up in a 
watertight industrial or commercial compart- 
ment,” he said. “The other fellow makes 
your business his business today.” 





ADMINISTRATION OF THE SOCIETY 


Resignation of Mr. J. L. Amies 


Mr. J. L. Amies, C.B.E., F.A.S.A., who 
has been State Registrar of the Queensland 
Division from the inception of the Society in 
1952, resigned as from 31 August last. He 
was State Registrar of the former Common- 
wealth Institute of Accountants. Following 
the amalgamation of that Institute with the 
Federal Institute and the later merger with 
the Association of Accountants of Australia, 
the manner in which he handled the big task 
of re-organisation which fell to him and the 
smoothness with which the Society operated 
in Queensland from its incention reflected his 
energy and organising capacity. 

Mr. Amies is senior partner in the firm of 
Messrs. Kennedy, Bowly and Manson, Char- 
tered Accountants, Brisbane, and a director of 
a number of Queensland companies. Con- 
sequently, the Divisional Council has realised 
for some time that he was carrying on his 
work for the Society under increasing pressure 
and at considerable personal sacrifice. Many 
members of the Society to whom his able 
assistance and wise counsel were so readily 
available will join the Council in acknowledg- 
ing his services to the Society and the pro- 
fession over a long period of years. Mr. 
Amies will continue to represent the Society 
on the Faculty of Commerce in the University 
of Queensland. 

Mr. Amies had a distinguished career in 
World War II and recently retired from the 
active list of the C.M.F. with the rank of 
Brigadier. Hon. A.D.C. to the Governor- 
General, he was awarded the C.B.E. in 1957. 

Mr. G. Nichols, A.A.S.A., who has been 
assisting Mr. Amies in the work of the 
Society for some time, has been appointed 
State Registrar. The offices of the Society will 
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remain at Empire Chambers, Wharf Street, 
Brisbane. 


Head Office Staff 


In accordance with the Society’s policy of 
developing its facilities and scope for service 
to members, certain changes have been 
authorised by General Council, involving the 
creation of two new executive positions, 
namely, those of technical officer and educa- 
tion officer. The latter post has been filled by 
the appointment of Mr. K. A. Middleton, 
B.A., F.A.S.A., F.C.A.A., who has relinquished 
the position of research officer which he has 
occupied since June, 1957. The technical 
officer will become responsible for the super- 
vision of research projects undertaken by the 
Society and for the co-ordination of its 
technical activities and public relations. 

In reviewing the Society’s continued and 
rapid expansion, a further change has been 
made by which Miss Mary Garbutt, B.Com., 
A.A.S.A., formerly assistant to the General 
Registrar, becomes administrative officer. Miss 
Garbutt has now served the Society and the 
former Commonwealth Institute of Accoun- 
tants for a period of twenty-one years. 


Resignation of Miss V. M. Dow 


Miss Vera M. Dow, B.Com., A.A.S.A., 
Central and Victorian Librarian, has accepted 
the position of librarian of the Australian 
Administrative Staff College as from 
January, 1960. Miss Dow has contributed 
materially to the development of the library 
service of the Society, both in Victoria and 
in other States. In the course of her work, 
she has assisted many members in search of 
information on accountancy and allied matters. 
Her resignation from the staff of the Society 
has been accepted with great regret. 
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Following the official opening at the Rail- 
ways Institute on Saturday afternoon with Mr. 
G. A. Gordon, State president as chairman, 
the first session continued with the presentation 
of a paper entitled “What Management Expects 
from the Accountant” delivered by Mr. J. L. 
Nunns, A.M.IL.E. (Aust.), manager, South 
Australia and Western Australia for W. D. 
Scott and Company Pty. Ltd. 


The chairman of the second session was 
Mr. K. W. Fry, president of the Bunbury 
Branch of the Society and the topic was “The 
Accountant’s Contribution to Profitable Man- 
agement”, Mr. E. H. Leighton, A.A.S.A., cost 
accountant, Joyce Bros. (W.A.) Pty. Ltd. being 
the speaker. On Saturday evening a dinner 
was held at the Rose Hotel. 


The third session was held on Sunday 
morning with Mr. L. Beasley, State vice- 
president as chairman. Mr. J. M. Stapleton, 
A.A.S.A., A.C.A.A., A.P.T.C., (Com.), account- 
ant, Public Works Department, delivered a 
paper entitled “The Role of the Accountant 
in Government Management”. 


A commentary on the papers delivered at 
the convention was given by Mr. E. H. Jones, 
B.A. Dip. Ed., A.AS.A., F.C.A.A., Head, 
Department of Commerce, Perth Technical 
College. 


The success of the convention reflects credit 
on the organising committee which comprised 
Messrs. L. Beasley, State vice-president (chair- 
man), H. L. Thomson, E. H. Jones, E. Denton, 
hon. secretary, Bunbury Branch, and R. H. 
Egan, State Registrar. 


Perth Luncheon 


Brig. Robert Teague who was for many 
years in the Indian Army, was the speaker 
at the luncheon on 15 October. After retire- 
ment from the Army, Brig. Teague spent 
seven years as a game ranger for the Kenya 
game department, East Africa. He has been 
in Perth for five years as secretary of the 
Australian-American Association. His previous 
talk at a Fremantle luncheon entitled “Side- 
lights on Big Game Hunting in East Africa” 
was so well received that he was asked to 
repeat the talk at Perth. Some of the Fre- 
mantle members were present to hear him 
again. 


Fremantle Luncheons 


The speaker at the September Fremantle 
luncheon was Mr. R. Flecker, B.Sc., Dip. Elec. 
Eng., guidance officer at the University of 
Western Australia. He took as his subject 
The University and You”. Members found 
his remarks of considerable value because 
they were based on practical experience and 
knowledge of the requirements and opportu- 
aities available today. 


The speaker at the Fremantle luncheon on 
19 October, was the American Vice-Consul, 
Mr. M. C. (Bob) Bradgon, M.A., his subject 


being “Anecdotes about American Elections”. 
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Mr. Bradgon is from Chicago. He was in the 
American Foreign Service for four years, and 
in Government Research Departments in 
Washington from 1950 to 1957. 


Church Service 


A special church service arranged by the 
State Divisional Councils of the Chartered 
Institute of Secretaries, the Institute of Char- 
tered Accountants in Australia, Australian 
Society of Accountants and The Australasian 
Institute of Cost Accountants, was held in 
St. George’s Cathedral, Perth, at 5.30 p.m. on 
Tuesday, 13 October. The address was given 
by Rev. Warwick Bastian. The lessons were 
read by Mr. Harold L. Thomson (chairman, 
Chartered Institute of Secretaries) and Mr. 
George A. Gordon, (president, the Western 
Australian Division of the Society). 


Personal 


The Australian Society of Accountants is 
well represented on the W. A. Council of the 
Taxpayers’ Association, as shown by the fol- 
lowing list of members who occupy seats on 
the Council. Mr. R. L. V. Ross is president; 
Mr. W. N. Morrison is vice-president, and the 
following are councillors: Messrs. L. Beasley, 
C. P. Bird, R. C. Grove, A. Hume, C. T. 
Pullan, Frank Ross, E. S. Saw and F. G. 
Stone. 


The address at the annual meeting of the 
Taxpayers’ Association was given by Mr. J. 
A. Klumpp, B.A., A.A.S.A., his subject being 
“Some Aspects of State Taxation”. 


Mr. J. E. D. Battye, F.A.S.A., has been 
elected president of the Perth Chamber of 
Commerce. 


Mr. J. McConnell, A.A.S.A., has been 
appointed Under-Secretary of Works. 


QUEENSLAND 


Educational Activities 


“Taxation Investigations, Their Causes and 
Courses”, was the title of the September lecture 
to members in Brisbane on 10 September. 
The speaker, Mr. Dempsey, A.A.S.A., 
covered the reasons why investigations may be 
actuated by the Taxation Department, the 
preparing of the data required by the Depart- 
ment and points needing careful attention 
during the course of an investigation. Over 
seventy members were present at this meeting. 


Brisbane members were fortunate in having 
Mr. V. L. Gole, F.A.S.A., A.C.A.A., of Mel- 
bourne, as the lecturer for the monthly meeting 
held in the Oddfellows Hall, Charlotte Street, 
on 8 October. Mr. Gole, a member of the 


Victorian Divisional Council and of the 
Central Research Committee and the author 
of several technical papers, was in Brisbane 
specially to address members on “Consider- 
ations in Decisions on Capital Expenditure”. 
He described the various techniques which can 
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be applied in making decisions on capital ex- 
penditure, including pay-back, rate of return 
on investment and discounted cash flow 
methods. The vote of thanks was moved by 
the President of the Society, Mr. R. F. Butt, 
who said that Mr. Gole had presented several 
ideas new to Queensland members who 
appreciated the fact that he had journeyed 
from Melbourne to deliver the paper. 


Taxation Booklet 

A booklet entitled “List of Localities within 
Zones ‘A’ and ‘B’” is available at 1/6 per 
copy from The Deputy Commissioner of 
Taxation, Taxation Building, George Street, 
Brisbane, B.7. The publication has been 
prepared for the benefit of accountants and 
employers. It has been designed as a quick 
reference in ascertaining the zone (for the 
purpose of deduction under Section 79A of 
the Income Tax and Social Services Contri- 
bution Assessment Act, 1936-1958) in which 
a particular locality in Queensland is situated. 


Punched Card Accounting Group 


On 29 September the first meeting of the 
newly formed Punched Card Accounting 
Group was held in C.B.C. House, Brisbane. 
The chairman of the group, Mr. H. 
Baskerville, secretary of the Southern Electric 
Authority of Queensland, introduced the subject 
of punched card accounting to the forty mem- 
bers present. At future meetings to be held 
at 6 p.m. on the fourth Tuesday of each 
month, it is intended to analyse broadly the 
accounting function into its various phases of 
operation and to correlate these phases to the 
available machines able to deal with them. 


Personal 


Mr. J. T. Catton has joined the staff of 
Messrs. Ham Brothers & Company, Chartered 
Accountants, Prudential Building, North Quay, 
Brisbane. He is a Councillor of the Queens- 
land Division of the Society. 


NEW SOUTH WALES 


Personal 

Mr. John H. Dennett, F.A.S.A., has been 
appointed general manager of Lowes Ltd., and 
Mr. Colin F. Still, A.A.S.A., has been appointed 
secretary of that company. These members 
were previously secretary and assistant secre- 
tary respectively of Lowes Ltd. 

Mr. H. J. Ardron has retired from the firm 
of Messrs. H. J. Trist and Stranger and has 
commenced practice on his own account at 4 
O'Connell Street, Sydney. Telephone BL 5395. 

Mr. J. F. Lloyd, A.A.S.A., is now conducting 
his practice at 23 Bay Street, Rockdale. 


Telephone 59 4348. 

Mr. V. K. K. Young, F.A.S.A., has been 
appointed secretary of Atlantic Union Oil Co. 
Pty. Ltd. He has been 28 years with Atlantic, 
and succeeds Mr. 
retired. 


V. E. Smythe who has 
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SOUTH AUSTRALIA 
Film Screening 


Instead of the usual lecture in September, 
members attended a screening of a programme 
of films at the Y.W.C.A. Hall. The films, of 
an educational nature, were from the Visual 
Aids Section of the Education Department and 
the National Film Library, Canberra. 


September Luncheon 


One hundred members were present at the 
September luncheon to hear an address by 
Mr. Howard Greenham, Agent General for 
South Australia in the United Kingdom, who 
was visiting Adelaide on leave after an absence 
of thirteen years. Mr. Greenham renewed 
acquaintance at the luncheon with a number 
of former colleagues. 


Standing Committee on Company Law 


At the request of General Council, the 
South Australian Divisional Council has estab- 
lished a Standing Committee on Company 
Law, the members of which are Messrs. J. 
A. Keenan (chairman), K. D. Hilton, J. 
Langley, L. J. Seward, B. A. Howie with 
Mr. R. K. Sowden, Registrar of Companies, 
acting in a consultative capacity. The first 
meeting of the committee was held on 6 
October when Mr. Sowden outlined certain of 
the propesed amendments to the South Aust- 
ralian Act which will be included in the model 
Bill for uniform company law. 


Personal 


Mr. W. P. Bishop, A.A.S.A., who retired 
recently as State Auditor-General, has been 
succeeded by Mr. G. H. P. Jeffery, F.ASA. 
Mr. W. D. Howard, A.A.S.A., who has also 
retired as Assistant Auditor-General, has been 
succeeded by Mr. J. W. Goulter, A.A.S.A. 


Mr. B. H. Roberts, A.A.S.A. has retired a 
secretary of News Limited, Adelaide, and his 
position has been filled by the appointment of 
Mr. F. G. Waters, A.A.S.A. 


Other recent appointments include: Mr. K. 
A. Furze, F.A.S.A., as secretary of the 
Savings Bank of South Australia; Mr. K. C. 
Tuohy, A.A.S.A., manager of the Adelaide 
office of the Savings Bank of South Australia; 
Mr. B. W. Nicholson, A.A.S.A., as trus! 
officer of the Executive Trustee and Agency 
Company of South Australia and Mr. A. F 
Hocking, F.A.S.A., as a director of the South 
British Insurance Co. Ltd. 


Obituary 

It is with regret that we report the deal 
of Mr. R. L. Gold who had been a member 
of the Society and the former Federal Institut 
of Accountants since 1928. 
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VICTORIA 


Monthly Luncheon 


The October luncheon meeting held at The 
Victoria Ltd., on 13 October, was addressed 
by Mr. A. McB. Fairfoul, a former Divisional 
ee ow of the Society, and a partner in 
the sharebroking firm of Tolhurst, Henley, 
Munckton and Co. Mr. Fairfoul gave an inte- 
resting and informative address on his recent 
tour abroad during which he studied the 
world’s major money markets at first hand. 


Current Accounting Forum 


Mr. G. Carson, manager, Mutual Funds 
Australia Ltd., led a most interesting discussion 
on the subject “Unit Investment Trusts”, at 
the October meeting of this forum. The 
subject was well received and a most lively 
discussion ensued. 


Taxation Lecture Series 


As this issue goes to press final arrange- 
ments are being made for the taxation lecture 
series to be held at the Assembly Hall, 
Collins Street, Melbourne on Tuesday the 
10th, Thursday the 12th, and Wednesday the 
18th November. Speakers and their subjects 
are:— 


Tuesday, 10 November: Miss A. M. 
Magoffin, A.A.S.A., of A. M. Magoffin & 
Co., Taxation Editor, Rydge’s Business Journal 
— “Taxation of Trusts”. 


Thursday, 12 November: Mr. D. C. Wilkins, 
B.Com., A.A.S.A., of Smith Johnson & Co., 
Taxation Editor, The Australian Accountant 

— “Taxation of Leases”. 


Wednesday, 18 November: Mr. J. H. 
Kelleher, Dip. Pub. Adm., F.A.S.A., Appeals 
Officer, Victorian Taxation Office — * “Income 
Taxation for Primary Producers”. 


Practising Members 


The Divisional Council wishes to form a 
group of members who are actively engaged 
in the practice of public accountancy. It is 
thought that such a group, meeting regularly 
once a month, would find a great number of 
matters of common interest. Taxation would 
be excluded as it is already covered by other 
groups. If you are interested in receiving a 
Rotice of the inaugural meeting please advise 
the State Registrar. 


TASMANIA 


Visit of Mr. K. A. Middleton 


Mr. K. A. Middleton, B.A., F.AS.A,, 
F.C.A.A., Research Officer of the Society, 
visited Tasmania during October to address 
members on the subject of “Bases for Capital 
Expenditure Decisions”. He spoke at Hobart 
on 12 October and at meetings of the Northern 
and North-Western Branches on 13 and 14 
October respectively. The well-attended meet- 
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ings were evidence of the interest in his subject. 
At the conclusion of the public lecture in 
Hobart, Mr. Middleton was the guest of 
honour at supper arranged by the Divisional 
Council, and guests included representatives 
of business and professional organisations. 


Annual Church Services 


The annual accountants’ church services were 
held throughout the State on Sunday, 8 Nov- 
ember in co-operation with the Institute of 
Chartered Accountants in Australia and the 
Chartered Institute of Secretaries. Large num- 
bers of members attended all services. 


Luncheon Meeting 


On 6 November, Mr. W. N. Oats, B.A., 
B.Ed., headmaster of the Friends’ School, and 
chairman of the Hobart Rotary Club, addressed 
a luncheon meeting of members and students 
at the Hobart Y.M.C.A. Mr. Oats’ subject 
was “It’s a Small World”, and this proved of 
particular interest in view of the current trend 
towards closer international understanding. 
During the meeting the State President (Mr. 
J. G. Cooper) presented membership certificates 
to members admitted following the May, 1959 
examinations and, also, honour certificates to 
candidates who qualified for these awards at 
the May examinations. 


Theatre Evening 


The annual theatre evening was held at the 
Theatre Royal, Hobart, on 23 October, when 
members, students and friends attended a 
performance of “Oklahoma” by the National 
Theatre and Fine Arts Society. After the 


show, supper was served at the Australia 
Cafe. 
Personal 

Mr. M. J. Jillett, A.A.S.A., has been 


appointed a member of the Clarence Municipal 
Commission. 





Cee 


Australian Accountants’ 
Students’ Society 
QUEENSLAND 


August Lecture 

At the August lecture arranged for Student 
Society members in Brisbane, Mr. : a 
Rossow, A.A.S.A., Queensland manager of 
Hemingway Robertson Institute, delivered a 
lecture on “Depreciation”. Mr. Rossow 
pointed out that accountants should be con- 
versant with depreciation and went on to 
explain the relevant points of the subject in 
concise terms. During the discussion which 


followed, many interesting points were raised. 
Students’ Meeting 


“Auditing” was the subject of the lecture 
to students on 


17 September given by Mr. 
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J. R. Savage, F.C.A., a partner of the ac- 
counting firm of Messrs. Cooper Bros., 
Savage and Co. The speaker gave a concise 
coverage of the subject and reminded students 
of the wide scope of auditing. He said that in 
answering examination questions on the sub- 
ject, the candidate’s skill and judgment, as 
well as his knowledge of accounting and 
auditing procedure, must be applied. Mr. 
Savage’s address was primarily intended to 
assist those candidates sitting for the subject 
Auditing and Business Investigations at the 
October examinations. 


A special meeting of Ipswich candidates 
was held on 17 September to hear a tape 
recording of a lecture on “Bankruptcy Law” 
by Mr. F. Connelly, M.A., LL.B., and to 
form a group to arrange regular activities for 
Society candidates in that provincial city. The 
following office-bearers were elected at this 
meeting:—Chairman, Mr. D. C. Brown; 
hon. secretary: Mr. D. C. Neilson; hon. 
treasurer: Mr. R. Shapcott. It is anticipated 
that regular meetings of this group will be 
held in the new year. 


WESTERN AUSTRALIA 


“Life Assurance” was the subject chosen by 
Mr. J. E. D. Battye for his address to members 
of the Students’ Society on 22 September. 
Mr. Battye is well qualified to speak on this 
topic as he is manager of the Temperance and 
General Mutual Life Assurance Society in 
Western Australia. The many questions asked 
by the students after the address indicated the 
interest the subject aroused. 
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Australasian Institute of 
Cost Accountants 


NEW SOUTH WALES 


Christmas Party 

Arrangements have been completed for the 
annual social gathering to be held at the 
“Trocadero”, George Street, Sydney, on 
Monday, 7 December. The excellent enter- 
tainment arranged for this function always 
ensures a large attendance. Members of the 
division who have not yet made application to 
attend should contact the State Registrar 
immediately. 


Second Annual Convention 


An organising committee with Mr. D. K. 
Wendon as convenor has been formed to 
schedule the 1960 State convention. 
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Advancements to Fellow 


The Divisional Council at the October 
meeting approved the applications of Messrs. 
H Sainsbury and R. A. Barrett as Fellows 
of the Institute. Mr. Sainsbury was a member 
of the N.S.W. Divisional Council for many 
years. 

Any other members of the Institute who 
feel they have acquired the necessary qualifi- 
cations for advancement in Institute status 
should contact the State Registrar. 


Sydney Seminar 

A full report of the one-day seminar held 
early in November will appear in the next 
issue. 


SOUTH AUSTRALIA 


Direct Costing Lecture 


Following a_ successful lecture on _ the 
subject of direct costing in 1958, the subject 
was further developed by Mr. R. F. Pascoe 
at a meeting of members held at the Playford 
Building, South Australian School of Mines 
and Industries on 14 September. 


Personal 


Mr. Alex Moffatt, F.C.A.A., will represent 
the South Australian Division at the meeting 
of the General Council of the Institute to be 
held at Brisbane in November. 


QUEENSLAND 


Use of Official Statistics 


Mr. G. R. Palmer, B.Sc., B.Ec., Senior 
Lecturer in Economic Statistics at the Uni- 
versity of Queensland, addressed members on 
“The Use of Official Statistics by Business 
Organisations” at a lunch-time meeting held 
on 28 September. Mr. Palmer explained how 
businesses may make more effective use of 
the official statistical data which are available 
for industry forecasting and market research. 


Mr. J. Woodhead, A.C.A.A., led a discussion 
on “The Cost Accountant’s Role in the 
Accounting Profession” at the lunch-time 
discussion meeting on 20 August. Much use- 
ful and interesting discussion arose from the 
various opinions expressed on this question at 
the meeting. Members are invited to bring 
their friends to the informal lunch-time meet- 
ings held each month. 


VICTORIA 


Christmas Luncheon 


Members are reminded that the Christmas 
luncheon will be held again this year at 
Victoria on Monday, 14 December, 1959. 
Mr. Walter Lindrum, O.B.E., will be the guest 
speaker and an excellent social gathering 1s 
assured. Please send in your acceptance for 
this luncheon as early as _ possible after 
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important social function. 


Convention 1960 


When planning your leave for 1960, keep 
in mind the weekend of 26 to 28 August, so 
that you can arrange to attend the next annual 
State convention to be held at the Australian 
Administrative Staff College, Mount Eliza. 


Activities Programme 

An interesting programme of activities for 
the first half of 1960 is now being planned. 
Lectures are being arranged on such subjects 
as: “The Economics of Decimal Currency”, 
“Operations Research” and “Electronic Data 
Processing”. 


Tariff Board 


Members will be pleased to know that the 
Tariff Board has acknowledged the assistance 
rendered to it by special committees of the 
Cost Institute. This acknowledgment is con- 
tained in the Annual Report of the Tariff 
Board tabled in the Parliament at Canberra. 
The Institute is pleased to have been of 
assistance to the Government in the compila- 
tion of accurate cost statements which can 
aid the Board in arriving at its decisions. 


Textile Discussion Group 


The final meeting of the present series of 
discussions of this group was held recently. 
The group now proposes to examine the 
application of direct costing to the textile 
industry and it is hoped that meetings will be 
resumed early next year to finalise this 
examination. 


Building Trades Group 


The Building Trades Group has suspended 
its regular meetings for the present. It will 
resume activities when the answers to the 
questionnaire sent out on an Australia-wide 
basis are received. 





+. 





Cost Accountants’ 
Students’ Society 


VICTORIA 


The recently formed Students’ Society has 
made a good start and a programme of 
activities is being planned which should be 
of assistance to all students of cost accounting, 
particularly those preparing themselves for 
the examinations of the Cost Institute. 


During 1960 the activities will consist 
mainly of forum-type discussions on the 
subject matter comprising the syllabus of each 
examination subject. The forum panels will 
comprise professional lecturers in costing, 


cost consultants, and leading industrial cost 
Students attending the forums 


accountants. 
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receipt of the separate notification of this 


will be invited to submit questions to the 
panels of experts, relating to any matter 
cencerned with the understanding of that 
phase of Cost Accounting being dealt with by 
the particular forum in session. Other ac- 
tivities will include lectures for students, 
factory visits, machine accounting, demon- 
strations and social events. 


A comprehensive brochure has been for- 
warded to all students of the Institute. 
Members of the Institute are asked to bring 
the formation of this Society to the notice 
of their staff. 
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N.S.W. GOVERNMENT 
PUBLICATIONS 


The N.S.W. Government Printer has 
arranged to issue a monthly list of Govern- 
ment publications which are available to the 
public at a nominal cost. The following 
publications were recently issued. 


GENERAL PUBLICATIONS 
Agricultural Gazette, July, 1959. 96 pages. Price 
ls., postage 4d. 
A Handbook of Home Management, by Winifred 
Savage. 84 pages. Price 3s. 6d., postage 5d. 
An Outline of Closer Settlement in New South 
Wales, by C. J. King. 290 pages, cloth cover. 


Price 10s., postage 1s. 2d. 
Education Gazette, August, 1959. 32 pages 
Price 3d., postage 3d. 


Industrial Arbitration Report, Vol. 57, Part 3, 
1958. 122 pages. Price 3s. 6d., postage 4d. 


Industrial Arbitration Report, Vol. 57, Part 4, 


1958. 54 pages. Price 3s. 6d., postage 4d. 
List of Medical Practitioners Registered in 
N.S.W., 1959. Price 2s., postage 6d. 


Insurance Scheme under the Workers’ Com- 
pensation Act. 1926-1958—Premium Rates 
and Fixed Loss Rates Scheme. 48 pages 
Price 2s., postage 4d. 


ANNUAL REPORTS 


Dumaresq-Barwon Border Rivers Commission, 
30 June, 1958. 4 pages. Price 6d., postage 
4d. 

Government Insurance Office, 30 June, 1958 
12 pages. Price 1s. 6d., postage 4d. 


Local Government Department, 30 June, 1958 


48 pages. Price 4s., postage 65d. 
Mines Department, 1957. 92 pages. Price 8s.. 
postage 9d. 


Soil Conservation Service, 30 June, 1958. 28 
pages. Price 2s., postage 6d. 

Water Conservation and Irrigation Commission, 
30 June, 1958. 74 pages. Price 7s., postage 
9d. 


Postal applications should be made to The 
Government Printer, Box 4050, G.P.O., 
Sydney. The N.S.W. Government Printer’s 
monthly publications list is available without 
charge to interested persons. 
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BOOK REVIEWS 


Simplified Cost Accounting Procedures for the 
Printing Industry —An essay by J. B. 
Hindin, B.Com., A.P.A.N.Z., A.LA.N.Z., 
A.C.A.1. Published by the Canterbury 
Master Printers’ Association, Christchurch, 
N.Z., 58. 


It is gratifying to see literature appearing 
dealing with cost accounting for the printing 
industry. Mr. Hindin’s essay can but enrich 
the ground on which discussion and analysis 
will be created, with a view to putting this 
industry, from a costing angle, on the same 
footing as other industries. 


The book’s introduction cautiously confines 
the contents to the New Zealand printing 
industry. Reference is made to the British 
Master Printers’ Costing System (1lIth ed. 
1952 — U.K.) and The Standard Hourly Cost 
Rates for the Printing Industry (issued by The 
Printing and Allied Trades Employers’ Fede- 
ration of Australia). 


Printers in Australia and New Zealand seem 
to live very much in the same atmosphere 
created by Caxton, with little effort towards 
vigorous and essential thinking about efficiency 
in cost determination and control. 


The author’s presentation of the subject 
matter is a novel one; the first half is 
addressed to the master printer and the second 
half to his accountant. 


The first section includes cogent remarks 
directed at certain fallacies which the printer 
uses to hide his blatant inefficiencies, to justify 
his lack of system and, in many cases, his 
business sense. A major one is that the end 
of all cost accounting procedures is the dis- 
covery of the correct method of determining 
hourly cost rates, and of ascertaining to what 
extent a printer’s “guesstimate” was right. The 
book brings out certain truths which will hurt 
printers’ pride but should cause them to take 
stock of their position. 


This section brings out in simple language 
the prime purpose of management accounting, 
such as: 

1. Modern cost accounting is concerned 
with the establishment of procedures to 
help management perform its functions 
more efficiently. 


2. Concerned with the detection of ineffi- 
ciencies and waste. 


3. Budgetary control and the setting of 
standards of performance and prompt 
reporting of variances. 

4. Advice to management on financial effect 
of alternative courses of action. 


Other points mentioned cover the practice 
of cutting prices to gain a foothold in the 
market and then complaining when other 
printers adopt the same attitude for similar 
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reasons; the complete disregard of costs by 
certain printers and the charging of what the 
market can stand. 

A novel approach indeed, and in a language 
which printers cannot refute as to its 
meaning and purpose. This is a section which 
accountants would do well to bring to the 
notice of their printer employers or principals. 


The section aimed at the accountant may 
well be profitable to those in New Zealand, 
but in Australia, constant efforts have been 
made by enlightened accountants to apply 
to the printing industry some procedures which 
make maximum application of the real purpose 
and advantage of a costing system. All 
adaptations however are tailor-made for the 
concern in question and the author does take 
this point into account even when suggesting 
a uniform system. The discussion here is in 
general terms. Perhaps a more positive 
approach to operational practices would have 
been more profitable. 


The book has been written with the small 
printer in view, but unfortunately no mention 
has been made as to the size of such a 
printer’s plant. 

An interesting feature mentioned, and which 
Australian accountants in the majority still 
cannot visualise is the elimination of material 
and sub-contracting work (or outdoor work, 
the term in use in the industry) from costing 
records for purposes of control. The fluctu- 
ations of such factors are so diverse and in 
general terms their source of supply so limited 
and constant in purchasing value that control 
would not serve any major purpose except to 
offset waste. Control is therefore kept within 
the spher:s of labour and expense. 


It is gratifying to feel that the suggestion 
in this book to the effect that, irrespective of 
what the printer does, costs computed from 
rates which are real must be the order of the 
day as far as accountants are concerned. 


In the case of expense, certain suggestions 
are made which embody imputed costs, the 
usage of which may be dangerous to the 
printer. In Australia such practices are not 
in force in cost determination but would come 
into consideration when establishing pricing 
policies. These items would cover the 
following: (1) Interest on capital invested on 
the same footing as bank overdrafts; (2) Rent 
on premises which would have been leased 
had they not been owned; (3) Directors’ fees 
or non-productive partners’ wages; (4) Allow- 
ances as between hand-fed and auto-fed 
machines; (5) Premiums on overtime; and 
(6) Difference between depreciation valuations 
as to whether based on book value or tax 
value. 

Printers seem to adopt an arbitrary method 
of charging into the determination of the cost 
of a job a certain percentage for stock-handling. 
Such a charge is so varied that its only 
purpose is a means of loading on to the cost. 
This part is well covered by the author. 
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It is interesting to note that the view is 
expressed in relation to a break-even analysis 
of the inclusion of labour and expense for the 
month as being the operating factor; obviously 
a conception more acceptable to direct costing 
methods. It is a pity that this point is not 
treated more elaborately as it could well be 
the future basis of a pattern which will be the 
eventual goal of all progressive accounting 
procedures. — Again the suggestion is made 
that work in progress valuation would cover 
labour and expense only, with the elimination 
of material and outdoor work. 


Under break-even analysis an important 
point is highlighted; the exclusion of the 
consideration of the actual taxable profit, 
which would include such items as _ stock 
write-downs and illegal secret reserves. 


Efficiency controls suggested cover such 
items as chargeable time, unprofitable jobs, 
spoilt work, and machine runs. There does 
not seem to be any mention of items of control 
which are major ones, such as make-ready 
time and its implications, quality control from 
the plate-laying stage to the actual printing 
and packing, and last but not least, the 
handling processes and bottlenecks of material 
movement within the plant. 


No effort has been made by the author to 

take into account the dangers involved in 
long-term contracts, their factors of partial 
deliveries, and the fact that no profit can be 
earned in whatever form until the job is 
completed and delivered. 


It would be interesting to see how many 
master printers could truthfully say that the 
following statement by Mr. Hindin does not 
apply to them: “If you are a poor manager 
do not blame the accounting system and 
especially do mot expect knowledge of a 
formula of setting hourly charge rates to solve 
your problems.” 


RAOUL NAHMIAS. 


Inflation and Company Finance, by Russell 
Mathews and John McB. Grant; Law 
Book Co. of Australasia Pty. Ltd., 
Sydney, 1958; Pp. xii + 179; Price: 
42/- Aust. 


The occurrence of changes in the costs 
ucessary to an enterprise’s functioning poses 
problems in profit measurement and finance. 

applies especially to an enterprise with 
physical assets relatively important in its 
«tivities. 


There is the finance required for purchasing 
materials and equipment at increased costs. 
And in profit measurement how should con- 
umption or use of physical assets be estimated? 
Some bases are: various types of replacement 
sts, such as future, or current; original 


wsts; or original costs adjusted by general- 
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price movements. For non-current physical 
assets, there arises the question of the possibi- 
lity of past depreciation allowances made at 
lower prices being deficient to meet current 
replacement values. Balance sheet figures of 
such assets may diverge markedly from current 
values. 


At the University of Adelaide since 1954, 
Professor Russell Mathews and Mr. John McB. 
Grant have been examining the impact of 
inflation upon accounting and company 
finance against an Australian background of 
rising prices. This study has led to their 
writing Inflation and Company Finance. 


This book aims in different (overlapping) 
paris to reach accountants, economists, statis- 
ticians, and businessmen. After summarising 
various theories and recommending certain 
procedures, the authors, in the greater part 
of the book, analyse—mainly statistically— 
Australian companies for profit measuring, 
financing, and pricing within the years 1945-53. 


The first section, the theoretical discussion, 
contains an account of the historical-cost theory 
of profit measurement; then comes an advocacy 
of current income involving current revenue 
matched by current replacement costs with 
the adjustments to historical costs being in 
practice restricted to the using-up of physical 
assets; stocks and fixed —the two principal 
unexpired-cost items carried forward from one 
accounting period to another; and intra-period 
price charges can be ignored during moderate 
inflation. Any deficiency of past-period 
replacement-cost depreciation allowances in 
meeting current replacement values would not 
enter into the authors’ current income on 
grounds of distortion. Both accounting 
(historical-cost) profit and current income 
would be presented in the appropriation 
account— along with the transfers of the 
stock appreciation and depreciation adjustment 
to the respective stock revaluation and fixed 
asset replacement reserves in the balance 
sheet. 


Throughout the sstatistical analysis the 
inadequacies are explained. The adjusting of 
any period’s cost of goods sold from an 
accounting-profit basis to a current-income 


basis requires the elimination of stock 
appreciation. Two approximate measures are 
given: (1) for the individual firm’s income, 


it is to be the difference between opening 
stocks valued at closing prices and opening 
stocks valued at opening prices; and (2), for 
national income, it is to be the difference 
between (a) increase in value of stocks and 
(b) approximate physical increase, namely the 
difference between closing and opening stocks 
with both valued at the period’s average prices. 
Of the two adjustments made to the accounting 
profits of non-banking non-life assurance 
companies for the period 1945-53, stock 
appreciation usually overshadowed depreci- 
ation. 
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The reaction made by companies to inflation 
— particularly by several companies in South 
Australia — involved three approaches: fixed 
asset revaluation (relatively unimportant in 
adjusting depreciation), creation of secret 
reserves, and increased profit retention. The 
last two were both quantitatively and 
numerically more important. However, the 
general insufficiency of the approaches to 
financing assets at increased replacement prices 
resulted in companies using more external 
finanee, mainly short-term. It can be noted 
that even without inflation some businesses 
would experience rising prices for items of 
their physical assets and hence consequent 
financing problems in contrast to others 
experiencing falling prices. 

On the question of capital erosion, Mathews 
and Grant conclude: 

“Capital erosion in Australian companies did 
not result in a running-down of physical 
capital. . . . Australian companies substantially 
expanded the volume of their fixed assets and 
stocks during the inflationary period. The 
rise in prices meant, however, that the money 
capital of companies was eroded, in the sense 
that it could no longer finance the same 
volume of physical assets. The resulting 
financial problem does not seem to have 
imposed limitations on investment in fixed 
assets and stocks, but rather affected the 
sources from which funds were derived” (p. 
101). 

In the third section particularly (the 
implications of the analysis), current income 


is argued to be the proper basis for dividends 


and taxation. Ostensibly total company tax- 
ation (and presumably also taxation of nop- 
corporate businesses) would be unaltered by 
increasing the rates to offset the reduction 
in taxable income under rising prices. Of 
course this likelihood—which may be good 
or bad—may be doubtful, particularly if the 
amount of taxation collected on an historical- 
cost basis exceeds the amount of ourrent 
income. Increased company saving would 
result from reducing taxation or dividends (if 
not canceiled out by rises in dividends or tax- 
ation respectively), and also from implement- 
ing pricing policies based upon current costs 
instead of original costs. The remainder of 
the third section deals mainly with the relation- 
ships of both historical and current costs to 
such interrelated factors as pricing policies, 
the trade cycle, and company saving and 
investment decisions. 


The book interprets pithily the nature and 
scope of controversial issues in measuring 
income under changing prices. It argues for 
recognising current replacement costs in profit 
measurement and business policies. Its care- 
fully described and painstakingly compiled 
statistical analysis of Australian companies 
provides valuable pioneering data on their 
current incomes and savings (useful contri- 
butions toward national income statistics) and 
on their financial policies. 


KEITH G. JONES. 





NEW BOOKS 


Recent additions to Central Library, 
Melbourne. Requests for books should 
be made through Divisional libraries. 


The accounts of limited company customers. 
L. C. Mather. London: Waterlow & Sons, 
1958. 99 pp. 

Australia’s transport crisis. 
stitute of Political Science. 
& Robertson, 1956. 215 pp. 

Budgeting principles and practice. 
C. Heiser. New York: Prentice-Hall, 
415 pp. 

Business efficiency; the contribution which 
the accountant can make. Institute of Char- 
tered Accountants in England & Wales. 
London: 1958. 45 pp. 

Business investment policy; a MAPI study 
and manual. George Terborgh. Washington: 


Australian In- 
Sydney: Angus 


Herman 
1959. 


MAPI., 1958. 260 pp. 

Classification and coding techniques to 
facilitate accounting operations. National 
Association of Accountants. New York: 1959. 
52_pp. 

Economic development. Gerald M. Meier 
and Robert E. Baldwin. New York: John 
Wiley, 1957. 588 pp. 
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First Far East Conference of Accountants, 


28th, 29th and 30th of November and Is 
December, 1957. (Proceedings). Manila: 
1958. 440 pp. 


Glossary of statistical terms for accountants 
and bibliography on the application of statis- 
tical methods to accounting, auditing and 


management control. American Institute of 
Certified Public Accountants. New York: 
1958. 30 pp. 


Guides to successful accounting practice; a 
selection of material from the Journal of 
Accountancy’s Practitioners’ Forum. Bernard 
B. Isaacson. New York: American Institute 


of Certified Public Accountants, 1959. 162 pp. 
Internal audit and control of facilities 
Institute of Internal Auditors. New York: 


1959. 64 pp. 

International economics, 3rd ed. Stephen 
Enke and Virgil Salera. New York; Prentice 
Hall, 1957. 606 pp. 

Pricing in big business; a case approach. 
A. D. H. Kaplan, Joel B. Dirlam and Robert 
F. Lanzillotti. Washington: Brookings In 
stitution, 1958. 344 pp. 

Report of the decimal coinage commission. 
South Africa. Pretoria: Government Printer, 
1956. 149 pp. 
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ACCOUNTANT — We have vacancies for 
two accountants, fully or partly qualified, in 
the approximate age group of 18-24 years. 
Applicants should have had some practical 
accountancy experience. Both positions offer 
a variety of duties and ample scope for 
advancement. Good working conditions in 
modern offices, adjacent to St. Kilda Road. 
Superannuation available. Reply to Norman, 
Cartledge and Browne, Chartered Account- 
ants, 1 Palmerston Crescent, South Melbourne. 
Ring MX 1231 for appointment. 


ASSOCIATE seeks position requiring man 
of integrity, well-experienced in public account- 
ing, auditing and taxation. Would consider 
partnership offer, Melbourne or suburbs. Age 
37. Good references. Please reply No. 581, 
c/- Australian Society of Accountants, 37 
Queen Street, Melbourne. 


ASSOCIATE wishes to purchase practice or 
part practice in or near Sydney metropolitan 
area. Fees up to £2,500. Replies to No. 580, 
c/- Australian Society of Accountants, 5 Bligh 
Street, Sydney. 


UNIVERSITY OF CAPE TOWN 
Senior Lecturer in Accounting 


Applications are invited for a vacant senior 
lectureship in Accounting. The salary scale 
is £1760 x 60 - 2060 per annum. An additional 
grant of £100 per annum is at present paid by 
the Public Accountants and Auditors Board. 
Applicants should indicate the earliest date 
upon which they would be able to assume 
duty. 

The successful applicant will be required to 
conduct lectures and classes for the degrees 
of B.Com. and for the Certificate in the Theory 
of Accountancy for candidate accountants. He 
will be required to participate in (a) tuition, 
in particular for advanced Auditing and tutorial 
work relating thereto, and (b) research, in par- 
ticular in problems relating to the Accountancy 
profession, and the development of Account- 
ing theory. 

Applications (with copies of testimonials) 
should state age, qualifications (in Accounting 
and Economics), experience and research work 
completed or in progress, and give the names 
of two referees whom the University may 
consult. 

Memoranda giving the general conditions of 
appointment and further information about the 
work of the Department of Accounting should 
be obtained from the Registrar, University of 
Cape Town, Private Bag, Rondebosch, C.P., 
‘0 whom applications should be submitted not 
later than 15 December, 1959. The Univer- 


‘ily reserves the right to appoint a person 
t than one of the applicants or to make 
00 appointment. 
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PROFESSIONAL NOTICES 





Rate per line 5/-; 
minimum per insertion 15/- 


QUALIFIED accountant with extensive 
general experience in public accounting, par- 
ticularly taxation, seeks position with a public 
accountant in Brisbane with view to partner- 
ship. At present in Hobart, moving to 
Brisbane in late January for family reasons. 
Age 36 years. Good references. Please reply 
to No. 582, c/- Australian Society of Account- 
ants, 119 Macquarie Street, Hobart. 


INTERESTING research vacancy exists with 
leading Sydney investment house for young 
man who has passed Stages I and II and is 
currently preparing for Stage III of the 
Society’s examinations. A sound basic know- 
ledge of consolidated accounting and an 
interest in finance generally are essential. 
Salary according to age, experience and 
qualifications. Replies to G.P.O. Box 5059, 
Sydney. 


PRACTITIONER desires to sell his half 
interest in an old-established practice in a 
New South Wales mid-western town. Gross 
turnover, £11,000, and still increasing. Price, 
£5,000 cash. Reply to No. 577, c/- Australian 
Society of Accountants, 5 Bligh Street, Sydney. 


MELBOURNE practice wanted by member, 
A.C.A., with wide and sound experience in 
audit, accounting, tax, etc. Reply to No. 
578, c/- Australian Society of Accountants, 
37 Queen Street, Melbourne. 


YOUNG ASSOCIATE wishes to purchase 
practice in southern or south western New 
South Wales. A partnership or position with 
definite future partnership prospects would be 
considered. Replies to No. 579, c/- Aust- 
ralian Society of Accountants, 5 Bligh Street, 
Sydney. 


FOR SALE—Burroughs “20” class ledger 
machine. Excellent for firm commencing 
ledger postings of accounts on a machine 
basis. Further information—The Secretary, 
Bunning Bros. Pty. Ltd., 49-71 Charles St., 
Perth, Western Australia. 





Agents throughout Commonwealth and New 
Zealand. Also in London and New York. 


Cable & Telegraphic Address: 
“JEFFSTOCK”, MELB. 


Eric R. Jeffery 


Member of the Stock Exchange of Meibourne. 
STOCK EXCHANGE BUILDINGS 


422, 426 Little Collins Street, Melbourne, C.1 








Telephone; MU 9171 (5 lines) 











NEW 
PRESTO-PLIO 
Electric Folding Machine 


DATA CONTROL 


(R. J. JELBART) 
18S KING STREET, MELBOURNE 
MU 7320, MU 7329 


Folds — Conveys — Stacks Exclusive Australian Agent for 


120 SHEETS PER MINUTE 
Any Fold ... Any Stock . . : Automatically riden ap eam 


Phone or Write... | 
L, W. BAGLEY PTY.LTD. MACDOUGALLS Pty, Ltd. oe ee 


SYDNEY ADELAIDE BRISBANE 
SYDNEY SYDNEY, | MELBOURNE, XB 5807 M 8600 69-3219 


MELBOURNE SORAIEE, CS PERTH CANBERRA HOBART | 
AGENTS ALL STATES BA 7288 78-784 2-2688 




















L j § T = N EBBELS SCHOOL oF 


to the NEW maceceemnepiantent: 
PYROX Magictape Recorder 28 Elizabeth St., 


Everything sounds superb on the new Pyrox MELBOURNE MF 
Magictape recorder ... everything “plays back”’ 
ae oe = you pemeenee it. yn & new k. 
spee speaker Magictape at your favourite music . 

or radio store today ... you'll be surprised that w A Registered Schoo! 
80 rang quality, so much enjoyment, could cost established in 1939. 
so little. 

Check these NEW 


Magictape features . % Small groups and classes held 

@ 3 speeds — 13”, 32”, Ro, office hours for all examination subi 
7)” per sec.—gives . ae : of the A.S.A. 
up to 4 hours play- Rss : 
ing time per tape. ie : 


@ Twin speakers—for : fe. : ing 
balanced tone. ; Consistent successful class teachi 
@ Quick reading re- ae : 
| ew ge * Moderate fees payable monthly. 
= ne. fast 3 ‘ : 
° ard. “4 S . . . 
@ Separate Bass and Under direction of Frederick 


Treble tone  con- : s F.AS.A., AA.U.Q, F 
trols. . Acco 


PYROX LTD. Registered Teacher of 


14-36 Queensberry St., Melbourne. FJ 9121 Enquiries welco 


47-51 Parramatta Rd., Concord, Sydney UJ 0251 
PL35 


of Acco 
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